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SHOP COMMITTEES: SUBSTITUTE FOR, OR 
SUPPLEMENT TO, TRADES-UNIONS ? 


I 


There are today in the United States between three and four 
hundred business establishments, employing between half a million 
and a million workmen, that have organized shop committees.’ 
Practically all of these committees have been installed within the 
last four years. Although most American employers consider this 
system to be of most recent origin, it was set up on the continent 
during the last quarter of the nineteenth century in an attempt to 
check the growing power of the trades-unions, and failing, decayed 
(save in the mining industry) only to be reincarnated after the 
armistice in a far more radical guise as a method of securing con- 
trol by the workers’ overproduction.? 

* The National Industrial Conference Board found that in August, 1919, more than 
200 business establishments employing about 500,000 men had such organizations. 
Research Report Number 21, National Industrial Conference Board on Works Councils 
in the United States, p. 1. Many plants have introduced shop committees in the 


intervening months and the estimate made above seems, on the whole, to be con- 
servative. 


2 For a bibliography of material dealing with the earlier continental experience with 
shop committees see Industrial Democracy—A Study Help; prepared by the Library 
Employes’ Union of Greater New York (463 Central Park West) pp. 25-34. Fora 
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Many, however, who are ignorant of the continental experience 
with shop committees are acquainted with the Whitley Councils 
of England, and believe the American shop-committee system to 
to be similar.t The two plans differ however, in the following basic 
respects: (1) The American shop-committee system is confined to 
individual plants, or at most to the plants of one employer, whereas 
the Whitley system provides for district and national councils for 
each industry, and indeed in practice has placed greater emphasis 
upon them than upon the formation of local works councils. 
(2) Whereas the overwhelming majority of American shop com- 
mittees are not in any way affiliated or connected with the trades- 
unions as such; in England the trades-unions are recognized as the 


description of the earlier German committees, see Max Sering, Arbeiterausschiise in der 
deutschen Industrie, 176 pp. (Schriften des Vereins fiir Social-Politik, Band 46). The 
files of Sociale Praxis also give a great deal oi information about specific committees. 
For the post-armistice development in Belgium and Germany respectively, see Henry 
DeMan, “Industrial Councils in Belgium,” Survey, July 3, 1920, pp. 478-82; 
Savel Zimand, ‘‘ What Is Happening in Germany,” New Republic, November 10, 1920, 
pp. 266-68. Fora further account of the German Works Councils see the follow- 
ing articles in the Annals for November, 1920 (Vol. XCII, No. 181): Hans Schiffer, 
“Results of Council Movement in Germany,” pp. 41-47; S. Aiifhauser, “Industrial 
Councils in Germany,” pp. 48-53; Herman Ohse, “The New Workmen’s Councils 
Legislation,” pp. 54-60. 

* Of the deluge of material about the Whitley system, the following items are 
especially valuable: The various reports of the Whitley Committee itself, ie., Com- 
mittee on Relations between Employer and Employed, interim report on joint standing 
industrial councils, March, 1917 (cd. 8608); second report on joint standing industrial 
councils, October, 1917 (cd. 9002); supplementary report on works committees, Octo- 
ber, 1917 (cd. 9001); report on conciliation and arbitration, 1918 (cd. 9081, also 
cd. 9099); final report, July, 1918 (cd. 9153). These have been reprinted in America 
by the Emergency Fleet Corporation and also by the Bureau of Industrial Research. 
“Joint Industrial Councils in Great Britain,” United States Bureau of Labor Statistics, 
Bulletin No. 255, not only gives the documents but describes the progress to the 
summer of 1919. For a description of the earlier stages see A. B. Wolfe, Works Com- 
mittees and Joint Industrial Councils, a report published by the Industrial Relations 
Division of the Emergency Fleet Corporation. Arthur Gleason’s “‘The Whitleys to 
Date,” Survey, June 5, 1920, pp. 335-38, gives an idea of how much actual success 
these councils have had. See also Directory of Joint Standing Industrial Councils, 
Interim Industrial Reconstruction Committees and Trade Boards, January, 1920, and 
Joint Industrial Councils, Bulletin No. 3, September, 1920. Both of these are pub- 
lished by the Ministry of Labor. The first shows that seventy-four councils and 
reconstruction committees had been set up by 1920, while the second shows that eight 
months afterward sixty-four industries had joint industrial councils, seven of which, 
however, were in suspension. 





z 
7 

















SHOP COMMITTEES gI 


spokesmen of labor and select the representatives to meet the 
representatives of the employers. Stated more simply, the shop- 
committee system in America has grown up outside the unions, 
while the Whitley system is based upon them. 

What, then, is the difference between the shop committee and 
the trades-union? They are similar in that they are both organiza- 
tions whereby the wishes of the workers may be expressed and 
both constitute a means of substituting a collective bargain between 
employer and workmen concerning the wage contract in place of 
the individual bargain. They differ, however, in three respects: 
(1) The shop committee represents the workmen of only one plant 
or company while the union represents the workmen of many plants 
in a given trade or industry. (2) The management is not excluded 
from the meetings of the shop committee whereas it is from the 
meetings of the unions. (3) The shop committees in the United 
States, at least, are initiated by the employers while the unions are 
initiated by the workers. Of these three points of difference the 
first is, of course, the most important. 

One of the most important issues in the labor world today is as 
to the proper relationship between the two. Should the shop 
committee be a substitute for the union, and thus make the plant 
or concern the final unit of organization on the part of the men, or 
should it be a supplement to the union and perform certain functions 
while retaining the wider organizations ? 

There can be but little doubt that the recent enthusiasm for 
shop committees on the part of the employers has been due to their 
belief that here was a ready substitute for the unions. They were 
thus enabled to admit the principle of collective bargaining, which 
was becoming accepted by the public as equitable and necessary, 
and yet avoid the necessity of dealing with the unions. This atti- 
tude was clearly manifested in the President’s First Industrial 
Conference of 1919 when the representatives of the employers in- 
sisted that the unit of collective bargaining should be the shop, 
stating that “the establishment rather than the industry as a whole 
or any branch of it should, as far as practicable, be considered as 
the unit of production and mutual interest on the part of employer 
and employee.” In the Canadian Industrial Conference the 
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employers took a similar attitude and argued that they “‘should not 
be required to negotiate except directly, with their own employees.” 
Both of these statements seem somewhat oblique but no one who 
followed the two conferences could be in doubt as to their mean- 
ing. In both cases it was a refusal to recognize collective bargain- 
ing with the unions and an expression of willingness instead to 
set up if necessary shop units for collective bargaining. 

It is always difficult and often unprofitable to speculate concern- 
ing the motives of men but if one studies the circumstances sur- 
rounding the installation of shop committees by individual firms, 
he is forced to the conclusion that the dominant motive in the vast 
majority of cases has been the desire to supplant or “‘head off” the 
unions. This is not to imply that this purpose need always have 
been consciously pursued; oftentimes it was undoubtedly sub- 
conscious. But it is most significant and indeed practically con- 
clusive that the vast majority of shop committees are in plants 
that have been operating on the non-union shop basis.? 

Thus the pioneer plan of any size in America, that of the Colo- 
rado Fuel and Iron Company, was adopted in 1915 after a bitter 
struggle with the miners union during 1914, while the Standard 
Oil Company’s system came not long after the strike which tied 
up their Bayonne, New Jersey, plant. The establishment of 
such committees by governmental bodies, as the Shipbuilding Labor 
Adjustment Board and the National War Labor Board, was almost 
uniformly in plants which refused to recognize or deal with the 
unions. The adjustment boards used the shop committees as a 
means of obtaining non-union collective bargaining where union 
collective bargaining could not be secured. The adoption of the 
shop-committee plan by many steel companies such as the Bethle- 
hem Steel Corporation, the Midvale Steel Company, and others in 
1916 and 1919, followed closely upon the campaign to organize the 
iron and steel workers launched by the American Federation of 


* Report of the National Industrial Conference, Ottawa, September 15-20, 1919, 
issued by the Department of Labor of Canada, p. xi. 

2 This observation agrees with the conclusion of Mr. W. L. Stoddard, ‘‘ The large 
majority of plants having works committees maintain the open shop.” ‘One Year of 
Shop Committees,” Industrial Management, January, 1920, p. 31. 
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Labor. It will be remembered that one of these companies took its 
shop committee on a trip to Atlantic City, and there succeeded in 
inducing the committee to denounce the claims for decreased hours 
and increased wages which were being made by the union repre- 
sentatives. In a similar fashion the shop-committee plans of the 
International Harvester Company, the Willys-Overland Company, 
and the Goodyear Rubber Company cannot be understood without 
a knowledge of labor experiences of these firms and their very 
real fear that their plants might become unionized. The shop- 
committee plan of the Western Union Telegraph Company was 
installed after the trouble caused by their refusal to recognize the 
telegraphers union and assisted the company in fighting the strike 
of 1919. ‘Turning to street railways, we find that the organization 
of shop-committees by the Philadelphia Rapid Transit Company 
and the Interborough Rapid Transit of New York came in each 
case soon after the attempts by the unions to secure recognition, 
while the shop committee plans instituted by the Kirschbaum 
Clothing Company of Philadelphia and the Michael-Stern Com- 
pany of Rochester were clearly designed to prevent organization 
by the Amalgamated Clothing Workers. Similarly, the ship- 
yards of San Francisco Bay announced a shop-committee system 
during strikes conducted against them, while the plans instituted 
near Seattle have come shortly after the conclusion of strikes con- 
ducted by unions and in plants, the owners of which are steadfast 
in their opposition to dealing with the unions. The shop-committee 
system recently instituted in the California oil fields comes after 
a long struggle between employers and employees.* One could 
multiply these cases, but the foregoing are sufficient. 

A frank statement of the purposes of the movement has been 
made by Mr. D. R. Kennedy, an adviser on industrial relations to 
some of the largest concerns in the country. “After all what 
difference does it make whether one plant has a ‘shop committee,’ 
a ‘works council,’ a ‘Leitch plan,’ a ‘company union,’ or whatever 
else it may be called? These different forms are but mechanics 
for putting into practice... . ‘family factory relations’ and 
local shop expression. They can all be called ‘company unions,’ 


t For details of plan see National Labor Digest, September, 1920, pp. 9-11. 
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and they all mean the one big fundamental point—the open shop.’ 
All of this, of course, does not affect the question whether the shop 
committee is a satisfactory substitute for the unions, but it does 
indicate that committees are being used for this purpose, and 
that a consideration of the relative merits of these two forms of 
organization is far from being an academic matter. 


II 


In evaluating the worth of the shop-committee system, one 
must be on one’s guard to distinguish between the merits of plans 
already in operation? and the inherent worth of the system. The 
fact that there are certain grave defects in many existing plans which 
might make it impossible to approve of them specifically, does not 
in itself prove that a shop-committee system purified of these defects 
might not be desirable, since it is, of course, possible to have many 
incorrect applications of a correct principle. Certainly, however, 
the vast majority of the present plans have such serious flaws in 
the protection which they afford the workers that it seems improb- 
able that the workmen will permanently accept them in their 
present form. Some of these defects are: 

1. In many cases the employers control or influence the elec- 
tion of committeemen. While practically all plans pledge the 
employers to keep hands off the elections, more or less covert 
pressure is frequently exercised to defeat men suspected of radical- 
ism and to elect those favorable to the employers’ point of view. 
This was clearly evidenced in several steel mills during the early 
winter of 1919 when the companies concerned were anxious to keep 
unionism out of their plants and feared that active union men 
might be elected to the shop committees and use these as a lever 


*D. R. Kennedy, “Collective Bargaining in Practice,’ Industrial Management, 
February, 1920, p. 152. The italics are Mr. Kennedy’s. 


* Analyses of the various shop-committee plans include (1) ‘American Shop 
Committee Plans: A Digest of Twenty Plans for Employees Representation,’ com- 
piled by the Bureau of Industrial Research, New York. (2) “Bloomfields Labor 
Digest,” July, r919. (3) ‘Survey of Shop Committee Plans,” prepared for the under- 
writers, Rochester, N.Y. (4) “National Industrial Conference Board, Report No. 
21, op. cit. (5) “Report of New Jersey State Chamber of Commerce on Shop Com- 
mittees and Industrial Councils,” pp. 21-34. (6) W. L. Stoddard, “The Shop Com- 
mittee.” 
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to force union recognition. Even where the management, as 
such, does not take an active part, its general sentiments can be 
easily perceived by foremen and other minor officials and by the 
men themselves, causing an indirect but no less real influencing of 
the result. 

2. The function of many shop committees is limited to non- 
vital matters. Many so-called shop committees are nothing more 
than welfare committees, while still others are only grievance bodies 
which may take up with the management individual complaints 
concerning wages, hours, and conditions of employment, but which 
have no power to negotiate a general wage-scale for the plant as a 
whole. Many others, such as the Youngstown Sheet and Tube 
Company, specify that ‘the right to hire and discharge and lay-off 
for lack of work or other legitimate reason is vested exclusively in 
the management.” The omission of these topics leaves the 
workers with absolutely no collective protection on those matters 
which concern them most. 

3. Frequently the control in the joint committee is held by the 
employers. Thus the plan of the San Francisco shipyards gave one 
more vote to the representatives of the employers than it did to the 
workmen. The industrial democracy plan of Mr. John Leitch 
operates in much the same way." Here a house of representatives 
elected by the workmen, and a senate composed of foremen and 
minor executives deliberate on matters of interest, and refer their 
decision to the cabinet of executives for approval. It is apparent 
that the senate, which is certainly more representative of the 
employer than of the employees, virtually can negative any action 
by the house, and prevent it from even being referred to the cabinet 
for approval. 

4. In many, although probably in the majority of, cases the 
decision of the joint committee is not final but must be approved 
by the executive before taking effect. This is not only the case in 
the Leitch plan but in many others as well. The shop committee 
is therefore, under these conditions, made merely advisory to the 
management and should the management disagree with the com- 
mittee there is little further recourse, save in those cases where 


For a description of this plan see Mr. Leitch’s well-known book, Man to Man, 
especially pp. 133-221. 
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arbitration is provided. The argument that even here the employer 
will seldom reject the findings of the joint committee does not 
meet the question. The fact remains that he has the power to 
do so, and that the asserted democratic government exists only on 
sufferance. 

5. The qualifications for voting and holding office are such as 
to debar a large number of employees. It is typically provided 
that a workman must have been employed in the concern six months 
or a year before he is eligible for election as a shop committee- 
man and must be employed sixty days or more before he can vote. 
Many plants moreover limit office-holding to citizens, or to those 
having first papers, while others require this for voting as well. 
These requirements of course have the effect of barring out a large 
class of floating and foreign labor from representation and while 
no more unjust than our political requirements for voting, may 
prevent the shop committee from becoming truly representative. 

6. Shop committeemen are frequently prevented from pleading 
the case of the workmen very strongly because of their fear of being 
discharged or discriminated against. The rules of practically 
every shop committee state that perfect freedom is to be given the 
committeemen to express their opinions and that no discrimination 
shall be practiced against them. Many employers nevertheless 
do coerce the committeemen who take a radical or combative stand 
in the meetings, while many others, although they believe them- 
selves to be fair, become prejudiced against the active proponents 
of the workmen’s side and this prejudice leads naturally into 
discrimination. Moreover, even where these dangers to free 
expression do not exist, the workmen often believe that they do 
and consequently moderate their claims and theif method of 
presentation, because of their fear that they may be covertly 
punished if they are too active or question the employers too 
closely. This is particularly the case where the employer reserves 
to himself, as he generally does, complete decision as to promotion, 
demotion, and discharge. 

As I have said, although many plans do have these grave 
blemishes, it is perfectly possible to conceive of a shop committee 
which would not have them. The scrupulously conscientious 
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employer, who seeks diligently and intelligently to deal fairly with 
his employees, would undoubtedly remove nearly all of the defects. 
Even here, it is questionable, however, whether he could completely 
eradicate the subconscious fear of the workmen to put their case 
strongly, when they feel no forces outside their shop supporting 
them. Moreover, the less scrupulous employer may choose to 
perpetuate some of these very defects for the purpose of weakening 
the bargaining power of the workers. While in theory, therefore, 
these faults could be remedied, in practice some of them may be 
expected, in a greater or a less degree, to continue. Furthermore, 
careful analysis of the situation will show that even a model shop 
committee, void of the above-mentioned blemishes, is inherently 
not as effective a bargaining agency as the union and hence from 
the standpoint of the workmen cannot be an adequate substitute. 

1. Since it is limited to one shop or to the employees of one 
concern, it does not protect the “fair” employer from the ‘‘nibbling 
of competition” and the underbidding of the meanest man. It is 
thus likely to drag the conditions of labor in all plants down to 
the level of the conditions granted by the meanest.man. This 
may be illustrated as follows: Employer A has a shop committee 
in his plant and pays high wages under good working conditions, 
while employer X, who does not have a shop committee, bargains 
with each of his employees individually and by reason of his greater 
bargaining strength pays much lower wages and affords poorer 
working conditions. Employer X therefore will be able to produce 
more cheaply than A, unless A’s higher wages call out correspond- 
ingly greater production, which is not at all likely. The only way 
A can protect himself is to reduce wages correspondingly. Other 
employers with shop committees will be obliged to do the same. 
Clearly the only way to protect the workmen in A’s factory is to 
organize the employees of X and to push their wages up to the 
level of A’s wage. Under the shop-committee system however, this 
would be impossible, since the employees of one concern could not 
organize the employees of another or become independently affliated 
with them. Through a union, however, the employees of A, B, 
C, etc., would furnish the moral and material resources to organize 
the workmen in X’s plant and thereby protect themselves from the 
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menace of low wages. In other words, despite the opinion of any 
well-meaning employers, no one plant under our present com- 
petitive industrial system can maintain proper standards of wages 
and hours by itself alone. There must be a general minimum for 
the industry as a whole below which no plant can fall, and the 
unified pressure of the unions is the chief means whereby the 
workmen may protect themselves against the attempts of employers 
to secure trade by depressing wages. The employer indeed should 
not be blamed for this, since he is merely striving to get business 
and in order to do so must make low prices which will attract the 
consumer.’ 

It has been just this necessity of preventing competitive 
encroachments upon wages which has caused the unions to evolve 
from local shop organizations to the national and international 
unions of today. With our ever-widening market, the unit of 
labor organization must expand equally in order to maintain basic 
standards everywhere and to protect those already in its folds. 
To propose a return to the shop as the final unit of labor organiza- 
tion is, therefore, as much of an anachronism, as to propose that 
our industrial system should return to the period of village 
self-sufficiency. 

2. Since under the shop-committee system employers treat 
only with their own men,? the workmen are deprived of expert 
outside advice in putting their case and conducting their negotia- 
tions. The modern wage contract needs a great deal of skill in 
negotiating. The owners of a concern hire skilled experts to 
represent them. The general manager, the personnel expert, the 
industrial engineer, and the lawyer are al! the hired outside repre- 
sentatives of the shareholders. It is only fair therefore that the 
workers should be allowed outside representatives as well. Men 
who work with their hands all day are seldom capable of driving 
as good a bargain as a skilled and shrewd negotiator. The union 
business agent or ‘walking delegate” is this expert negotiator for 


the workmen and, despite his many faults, performs on the whole 
This is of course the theory of the Webbs as developed in their incomparable 
chapter on the “Higgling of the Market” in Industrial Democracy. 
2 Save in such rare instances as the Nunn-Busch Shoe Co., of Milwaukee, Wis., 
where the shop committee is allowed to employ an outside business agent. 
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exceedingly valuable functions for those whom he represents. 
Indeed it might be said that the union is in part a device whereby 
individual workmen are able to pool small amounts and hire a 
professional expert to represent them. This opportunity the shop 
committee virtually denies them. 

3. It does not furnish the instrumentality which the unions 
do provide for the enactment of labor laws to better the conditions 
of labor. The labor question cannot be settled on the economic 
field alone. Protective legislation has been found necessary to 
protect men as well as women from the effects of unrestricted 
competition. Such legislation is generally opposed by the organized 
employers and its passage and subsequent enforcement depends 
largely upon the efforts of labor itself, together with that of the 
independent humanitarian groups. The unions, representing as 
they do a wide constituency, are enabled to apply a considerable 
measure of pressure for these purposes which unconnected shop 
committees would be totally unable to muster. 

4. Save in a very large plant, the shop-committee system cannot 
afford the protection against sickness and unemployment that the 
union with its insurance funds, drawn from a wide area, can offer. 

5. In the event that it became necessary for the workmen of a 
given plant or company operating under the shop-committee system 
to put pressure upon the employer to compel the acceptance of a 
demand, they would be in a very weak position to enforce their 
claim. Should they collectively leave work, they would not have 
the moral or financial backing of their fellow-workers in other 
plants. They could not secure strike benefits to assist them, nor 
would other workers aid them by putting pressure upon the 
employer to accede to their requests. The union, however, 
buttresses the workers in an individual plant through strike- 
benefits, assistance in picketing, moral support, and frequently 
through sympathetic strikes and boycotts. Should a break come 
with the employers the workmen’s chances of success, therefore, 
would be much greater if they were organized in a union than if 
they were merely organized in a shop committee. 

6. Finally, it may be asked, why should the workmen be 
expected to organize only within plants when their employers 
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are organized between plants. Practically every large city has 
its chamber of commerce through which the employers of the 
locality try to work out a common labor policy for their various 
concerns. In addition there are the many employers associations 
which deal exclusively with labor matters, such as the Associated 
Industries which have been formed in so many cities in the last 
eighteen months. Moreover, practically every state has its manu- 
facturers’ association, while there are national and sectional bodies 
in nearly every trade and industry. In addition to these are such 
national organizations as the United States Chamber of Com- 
merce, the National Manufacturers Association, the National In- 
dustrial Conference Board, the Anti-Boycott Association, etc. 
Employers join these bodies in the main so that they may take 
common action in labor matters. 

If workmen therefore should be organized only within the plant 
and should not be joined with the employees of other plants, 
should not all employers withdraw from these employers organiza- 
tions and not combine on labor matters? This, of course, few, if 
any, employers would do, and it is not proposed here that they 
should withdraw. Quite the contrary. It is very desirable that 
they should organize and take common counsel and adopt common 
measures. But if they do so, how can we or they legitimately 
deny to their employees the right to do the same? 

The plain truth of the matter is that in our modern industrial 
society the interests of the worker cannot be protected adequately 
by the public opinion of the consumers, who are seeking low prices 
and who are generally ignorant of, and often careless about, con- 
ditions of employment; they cannot be protected by the benevo- 
lence of employers, not only because the modern impersonal wage 
relationship is not conducive to benevolence, but also because the 
employers themselves are in the grip of competitive pressure 
forcing them to cut costs wherever possible in order to secure trade. 
The interests of the workers can ultimately only be protected 
effectively by an organization of the workmen themselves to resist 
the pressure for lower wages and sweated conditions brought to 
bear upon them through the market structure. The success with 


which they can offset and overcome the personal and impersonal 
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pressure already exercised against them will depend in direct ratio 
upon the strength of the organization they can set up. To sub- - 
stitute disconnected shop committees for the well-knit union forms 
would be to deal a severe and perhaps deadly blow at effective 
working-class organization, and to render them almost helpless 
before the opposing forces. 

Therefore while the creation of a shop committee is a real step 
forward in plants now bargaining with their employees individually, 
and even here only as a transitional stage to a more desirable 
relationship, it is almost invariably retrogressive when used to 
displace collective bargaining with the unions or to delay or prevent 
such dealings. 

Those who have irrevocably resolved that the growing move- 
ment of labor should be checked cannot be expected to favor 
unions in preference to shop committees. Rather will this class 
prefer shop committees precisely because they will weaken the 
power of labor. Those however who know the conditions of life 
and work of the typical modern workman and his family and are 
sincerely desirous that he may have an opportunity to lead the 
better life, will realize that shop committees are not and cannot be 
a just substitute for unionism. 

It may well be asked whether a federation of shop com- 
mittees and the creation of a council for the industry as a whole, 
outside the existing unions, is not an adequate substitute for the 
unions. Such is the plan of organization of the Loyal Legion 
of Loggers and Lumbermen, which has been functioning in the 
lumber industry of the Pacific Northwest for the last three years, 
and it is evidently some such plan that Mr. W. L. Mackenzie- 
King regards as a possible solution. This method would en- 
able a minimum scale of wages and working conditions to be set 
for the industry as a whole, and would consequently protect in- 
dividual employers against the competition of their fellows. It 
would therefore be a vast improvement upon the unco-ordinated 
shop-committee system. Is it then a substitute for the unions ? 

In the first place, it may be remarked that such a plan of 
organization would be a union of a sort. It is not necessary for 
an organization to have the cachet of the American Federation of 
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Labor to be a union. Secondly, the question whether it would be 
preferable to the existing type of union would depend upon the 
opportunities granted the workmen under it. If both the rank 
and file of the workers and their representatives on the shop 
committees and on the industrial council were allowed to meet 
separately from the employers; if the organizations of the various 
industries were allowed to federate; if each body were allowed to 
accumulate funds for insurance and unemployment and to assist 
the workers in other shops or industries if they believed them to be 
in the right; if the workers through their organizations were permit- 
ted to present their program of legislation‘ to legislative bodies; if 
they were allowed to hire experts from without a plant or industry 
who would not be dependent upon the employers for their jobs; if all 
these conditions existed, then such a system would be a sufficient 
protection to the workmen. It is extremely doubtful however 
whether the great mass of employers, in their present frame of 
mind, would allow such freedom to the workers. What indeed 
would be the advantage in replacing the present union organization 
by bodies every whit as formidable in bargaining power ? 

On the whole then, it seems most dangerous to replace the 
existing union structures by the shop committee, or even by the 
industrial council system. It is better to build, in an evolutionary 
fashion, upon the existing union forms, trying to rid them of their 
evils, than to risk the protection of the workmen exclusively upon 
these newer methods of organization, which for a long time at least 
must depend for their effectiveness almost entirely upon the 
generosity of the employers. 


Ill 


The foregoing remarks should not be construed as meaning 
that the shop committee has no legitimate place in industry. 
Quite the contrary. It is because the shop committee has such 
very significant and important functions to perform that the 
attempt to use it as a union substitute is especially dangerous. 
While the shop committee may replace many unions for a time, the 
union type of organization cannot permanently be displaced by 
such an incomplete structure, since the logic of the situation will 
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ultimately lead the workers to organize in ever larger and more 
effective units. A greater danger than the temporary weakening 
of the workers’ bargaining strength is the probability that, if the 
shop committee is used as a union substitute, the minds of the 
workers will become so inflamed that they will refuse to see its 
good points and will reject it utterly." In other words, if it becomes 
a question of shop committee or trades-unionism, it will be the shop 
committees and not unionism that ultimately will disappear. If 
the valuable possibilities of the shop committee are to be preserved, 
it must be clearly envisaged that it is to be a supplement to the 
union and not a substitute for them. 

What then are the functions which the shop committee can 
perform, once the union has been recognized as the body with 
which the collective bargain is to be made? 

1. It would furnish an excellent instrumentality for applying 
and interpreting the terms of the labor agreement made with the 
unions and would enable grievances to be settled with a minimum 
of friction. Any labor agreement necessarily creates vexatious 
problems of administration, such as the correct classification of 
workmen into trades, the interpretation of overtime, the determina- 
tion as to whether discharges are made for cause or for union 
membership or activity, the enforcement of rules as to piece-rates, 
hourly wages, etc. Ordinarily these adjustments are made in 
behalf of the men by the business agent who is generally both 
ignorant of the details of plant administration and, however 


t Thus the use of shop committees by the various steel companies led the Ameri- 
can Federation of Labor in 1919 to condemn them as “a delusion and a snare, set up 
by the companies for the express purpose of deluding the workers into the belief that 
they have some protection and thus have no need for trade union organization: there- 
fore be it 

Resolved, That we disapprove and condemn all such company unions and advise 
our membership to have nothing to do with them, and be it further 

Resolved, That we demand the right to bargain collectively through the only 
kind of organization fitted for this purpose, the Trades-Union, that and we stand 
loyally together until this right is conceded us.—Proceedings 39th Annual Convention 
of the A.F. of L., 1919, pp. 302-3. 

That this was not wholly due to the reluctance of organized labor to endure any 
other form of organization is evidenced by the recent tendency of Mr. Gompers to 
approve of union shop committees as a method of securing more amicable relations 
with employers and of increasing production. 
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excellent as a combative negotiator of the original contract, is 
seldom tactful in bringing grievances to the attention of the manage- 
ment. In a large percentage of the cases he interferes with and 
impedes production unnecessarily in his attempt to settle grievances. 
Indeed, much of the opposition to unions on the part of the 
employers is due not so much to fundamental opposition to the 
principle of collective bargaining, as to their fear of a “walking 
delegate” interfering unnecessarily with the operation of their 
plants. 

Under the shop committee, this irritation would be reduced to 
a minimum, since the shop committeemen would know the 
particular situation and could make the adjustments with the 
management. In those few cases where disagreement would occur 
between the employer and the committee, appeal could be taken 
to a higher board, set up for the local industrial district, before 
which the business agent could appear (with the shop committee) 
to represent the workmen. The shop committee moreover could 
settle many grievances such as abuse by foreman or fellow-workers, 
which in the nature of the case are now impossible to settle even in 
a union shop. The equitable adjustment of these grievances by a 
body in which the workman has confidence will result in a much 
improved plant morale, in greater individual effort, and conse- 
quently in heightened production. 

2. It would permit workers and employers to meet on a common 
ground and understand each other. The representatives of both 
groups can meet face to face in discussion over common problems. 
From this meeting a better mutual attitude is almost invariably 
created than would be secured by dealing only through 
intermediaries. 

3. It would enlist the workers’ interest in production to a much 
greater extent than at present and would make the plant more 
efficient. Once protected by the collective bargain, workmen 
can be brought to realize that the greater the production, the 
higher will be their real wages. ‘The shop committee is the effective 
local agency whereby this may be impressed upon the men and 
their appeal will have far greater effect than if it came directly 
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from the management. Not only can the general appeal for 
production be made by the shop committee, but it can also set up 
co-operative relationships with the management along a number 
of different lines, whereby an increase in quantity and an improve- 
ment of the quality of the goods can be effected. Some of the 
concrete subjects which a truly representative shop committee, 
or its subcommittees, can deal with are: (a) the better utilization 
of the practical knowledge and experience of the employees, which 
under ordinary conditions are now untapped; (0) elimination of the 
waste of materials; (c) better co-ordination of work between depart- 
ments; (d) introduction and utilization of new processes and 
machinery; (e) co-operation in the fixation of standards of normal 
quantity and quality expected at various tasks; (/) methods for the 
reduction of labor turnover and absenteeism; (g) active co-operation 
in accident and occupational disease prevention; (4) active devel- 
opment of trade training in the shop and supplementary train- 
ing outside the plant. 

4. It would train the worker in the real problems of industry 
and would acquaint him with the actual conditions of affairs. 
Much of our present industrial unrest comes from a lack of knowl- 
edge of what the basic facts of business are. Much of it, whether 
consciously or unconsciously, comes from the desire of workmen 
to have a share in the conduct of the work at which they are 
employed. The shop-committee system, by admitting the work- 
men to a partial control in the actual government of production 
would not only be extremely educative to its members but to all the 
electors as well. Just as the ballot leads citizens to become more 
interested in political matters, so would the very act of industrial 
suffrage cause the workers to take a more intelligent interest in 
the affairs of the workshop. Industry would thus become educative 
in a real sense, turning out better men as well as more goods. 
With the increased knowledge of actual conditions, impossible 
demands upon the part of the workmen would become less frequent. 

5. It would lay the basis for a more effective organization of the 
workers, with the plant as the unit of organization rather than the 
present heterogeneous local composed of workers from different 
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plants. As the report of the New Jersey State Chamber of Com- 
merce well says, 

All the meetings and all the business of the union are conducted in its 
various headquarters, central or local, which are located more or less remotely 
from the workshop in which the constituency of the union is located. In 
other words, the organization is to a considerable degree detached from its 
foundations. Instead of coming to their constituency in the places where it 
is located, i.e., in the workshops, the leaders must depend upon the constitu- 
ency coming to them, i.e., to the headquarters, whenever its participation in 
organization affairs is desired. A large proportion of the members fail to 
come and the attendance of the meetings is usually very poor. The union 
leaders of today must not be blamed for this fundamental defect of their or- 
ganization. It has been in existence long before they started their activities. 
It grew up under conditions when employers would not allow the unions to 
transact their business in the workshops and would discharge the men who 
were active in the union movement.' 

If the workshop is used as the basic local, this difficulty will be over- 
come and there will be a better attendance at meetings and more 
interest in union affairs. 

The strength of the coal miners unions, both here and abroad, is 
due in no small measure to the fact that they are largely organized 
with the pit as the typical local and that they thus have a cohesive 
and interested group of members. The clothing unions in this 
country are coming more and more to use the shop as the basic locai 
unit of organization, while the printing unions have their “chapel” or 
shop organization as well. Such a type of organization would, of 
course, lead to industrial rather than to craft unionism, since the 
entire plant would be the unit and not a specific trade. This 
development squares on the whole with the progress of machine 
industry and would effect the practical elimination of jurisdictional 
disputes. It is worthy of note that it is precisely this desirability 
of the workshop as the basic unit of unionism that Guild Socialists, 
such as Mr. G. D. H. Cole, strongly advocate.? 


* Report of New Jersey State Chamber of Commerce, op. cit., p. 15. 

2 “The true basis of Trade Unionism is in the workshop and failure to realize this 
is responsible for much of the weakness of Trade Unionism today. The workshop 
affords a natural unit which is a direct stimulus to self-assertion and control by the 
rank and file. Organization that is based upon the workshop stands the best chance of 
being democratic. .... Instead of the ‘residence’ branch, let us have the ‘house’ 
branch.”—G. D. H. Cole, Self-Government in Industry, pp. 139-41. The following 
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IV 
CONCLUSION 


Modern industry needs both the shop committee and the trades 
union, since both are necessary for the effective carrying out of the 
relationship between workmen and employer. This relationship is 
neither one of complete antagonism nor one of absolute harmony. 
Neither the I.W.W. preamble with its statement that “the working 
class and the employing class have nothing in common,” nor the 
belief of the liberal employer that ‘‘the interests of Labor and 
Capital are identical’’ is completely correct although each expresses 
a glittering half-truth. Paradoxical as it may sound, the interests 
of employer and employee are at once both harmonious and 
antagonistic. They are harmonious in that it is to their mutual 
interest to have the profits of an individual concern and the total 
production of society as large as possible. The larger the industrial 
pie, the more there is to divide; the higher the profits the greater 
the possibility of higher wages. Their interests however, are 
antagonistic in the division of the product. Each wants to get as 
large a share of the pie as possible, and the more one secures, the 
less will the other receive. 

The unions hitherto have been chiefly combative organizations 
designed to protect and enhance the workmen’s share in distribu- 
tion. This is still a necessary function, and one that must be 
performed by the strong organization of the unions; to substitute 
the shop committee or even the industrial council for them would 
beatragedy. The co-operative features of the relationship between 
employer and employee however, need to be developed equally, in 
order that the size of the pie may be inceased as much as possible, 
and in performing this function the shop committee is invaluble. 
The relationship of the two bodies, in other words, is properly 
complementary, and not mutually exclusive. We can only hope 
that in practice this harmonization will be secured. 


Paut H. DoucLas 
UNIVERSITY OF CHICAGO 


editorial statement from an American labor journal emphasizes this point of view. 
“The shop is the unit of organization of industry. .... The shop also is the unit of 
industrial control: and whether we are aware of it or not, the shop is the real unit of 
every labor organization.””—The Headgear Worker (organ of the United Cloth Hat and 
Cap Makers’ Union) November 19, 1920. 


MOBILITY OF THE FACTORS OF PRODUCTION. AS 
AFFECTING VARIATION IN THEIR PROPOR- 
TIONAL RELATION TO EACH OTHER IN FARM 
ORGANIZATION 


I, INTRODUCTION 


The matter of the proper combination of the factors of produc- 
tion, which is the most important as well as by far the most difficult 
problem in farm organization, has prominently engaged the atten- 
tion of those who have occupied themselves with the extension of 
the general principles of economics into the field of agriculture.’ 
These writers have given almost the whole of their attention, how- 
ever, to the problem of the ideal combination of the factors of 
production, a priori considered, and have devoted little or no 
attention to the circumstances which determine whether one or 
more of the factors can be shifted in quantitative relation to the 
other factors so as to secure the correction of an existing dispro- 
portion or a nearer approach to the ideal combination. The ques- 
tion of the ideal combination is a highly important one. But what 
we ordinarily face is not the opportunity to realize the ideal com- 
bination of the factors of production de novo in a virgin agricultural 
area where the factors are wholly free to our moulding. Rather it 
is a question of shifting or modifying the existing farm organization 
in the search for a more nearly perfect combination. Doubtless 
with reference to virgin areas not yet organized into farms there is 
the opportunity of trying out the principles of an ideal combination 
with a free hand. Thus there are at present land colonization of 
land exploitation concerns that are advertising “standardized 
farms” that have been organized from the uncombined factors of 
production and put into actual operation for the prospective colo- 
nist or purchaser. Also, in a number of countries, the state has 
likewise prepared farms for settlement, and in some cases set them 
going for the prospective lessee or purchasing colonist, either from 


1 Taylor, Agricultural Economics, 1919, chaps. xii-xiv, and Carver, Rural Economics, 
1911, pp. 216-22. 
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the unoccupied public domain or from large private estates or 
holdings that have been purchased or otherwise taken over. So 
far, however, relatively little has been done in this direction either 
by private concerns or by state bureaus or boards or departments.! 
When a new agricultural area is occupied and brought under utili- 
zation it is common to carry into this new area, for each branch of 
farming, those forms of organization to which those occupying the 
new area have been accustomed in older agricultural regions or 
which have been practiced by others from whom they have been 
copied. The overwhelming proportion of the occupied agricultural 
area has thus been settled and organized into new farms, not on the 
basis of any very well-thought-out plan for an economical combina- 
tion of the factors of production but rather through an imperfect 
adaptation of forms of organization already in use—forms that 
were, in all probability, themselves far from ideal. It remains to 
be seen to what extent the future will bring forth a different method. 

But even granted that the ideal combination could be calculated 
and realized there would still be occasion for inquiring as to the 
various ways in which mobility with reference to the different 
factors of production could be secured so as to make possible a shift 
in their quantitative relation to each other. For any ideal com- 
bination of the factors would, under the influence of various chan- 
ging conditions, soon cease to be ideal and would require to be 
modified accordingly. 

Now in actual farming efforts more or less conscious are con- 
stantly being made to shift the combination of the factors of pro- 
duction with a view to securing a more nearly perfect combination. 
Doubtless these attempts are often crude and unintelligent. Yet 
through a selective process that has run its course over a long period 
of time and has involved countless experiments by farm operations 
in this and other countries, certain methods have been worked out 
that do, in a measure, afford the opportunity to vary the combina- 
tion of the factors in the direction of greater efficiency. The extent 
to which the reorganization can be carried evidently is limited by 
the extent to which opportunity can be found to reconstitute any 


1 Report of the Commission on Land Colonization and Rural Credits of the State of 
California, Nov. 29, 1916, pp. 25-28. 








110 JOHN G. THOMPSON 


factor of production—that is, upon the mobility of any factor, 
especially in the matter of its quantitative relation to the other 
factors. It is the purpose of this paper to call attention to the 
various ways in which this mobility is, or may be, secured. In 
attempting this, attention is called to some very familiar farm 
practices. But, so far as the writer is aware, no formal analysis of 
these practices has been made, with the object of showing how, in 
these ways, shifting of the factors of production in farm organiza- 
tion, or other modification of the farm organization, is facilitated. 

In this discussion we shall recognize four separate factors of 
production—land, labor, capital, and management—and shall pro- 
ceed to enumerate, and in part to examine in order the various ways 
in which “mobility” may be secured with reference to each factor 
so as to permit a changed combination with relation to the other 
factors. Of ‘‘mobility,” again, there may be said to be three 
phases: (1) that relating to physical removal or transfer from 
place to place, (2) that relating to the shift of any factor from one 
branch of farming to another, and (3) that relating to increase or 
decrease in quantity, for any factor. For the purposes of this dis- 
cussion the last of these three phases is more fundamental; and 
the former two are chiefly important because in an indirect way 
they often facilitate, in actual farm practice, a change in the quan- 
titative relation of the four factors. 


Il. THE MOBILITY OF LAND AS A FACTOR IN FARM 
ORGANIZATION 


Land has, of course, very little mobility in the sense of capacity 
for physical removal. The soii may be removed from place to 
place. But this is practicable, at least at present, only to a very 
restricted extent and has no particular importance outside of under- 
glass culture. Yet while the total natural land area cannot be 
readily changed by human agency, or transferred from place to 
place in any considerable degree, the area of land combined with 
the other factors of production im a given farm enterprise may be 
greatly varied. As the conditions of agricultural production con- 
tinue to change from time to time there are constantly at work 
forces tending to reduce or to increase the land factor, in a given 
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farm enterprise, in its relation to one or more of the other factors— 
that is, in general, to reduce or increase the size of farms. But 
what is important in the present connection is not the fact of 
increase or decrease in the land factor but rather the various 
methods by which increase or decrease in that factor is facilitated. 
To a consideration of these various methods we may therefore now 
turn. 

1. Simple reorganization of the individual farms in large estates. 
—Where a number of farms are held together in a single estate the 
problem of adjustment of the size of the individual farm to the 
other factors is easiest. Here mobility of land in the quantitative 
sense is at the maximum. Here the organization of the individual 
farm is disentangled from the hard-and-fast limitations that in- 
dividual ownership of separate, individual farms imposes. It is a 
relatively easy matter, on such an estate, to combine farms or 
parts of farms so as to increase the area of a producing unit; or, 
vice versa, to break up the administrative units into smaller areas. 
Whatever social disadvantages large estates involve, this facility 
for reorganization of the land factor that is offered on such estates 
is a matter of advantage not without considerable value. For 
similar reasons the co-operative management and operation of land 
on a large scale likewise may do away with the rigidity in the 
delimitation of individual farms that characterizes individual owner- 
ship and management and may thus facilitate the adjustment of the 
amount of land operated in a given unit to the most economical 
relation to the other factors. Thus proposals have been made in 
this country for the throwing together of the land lying in a given 
area of similar soil content and of other similar agricultural char- 
acteristics, and the handling of the whole area in a broadly co- 
operative way for the growing of those products for which it is 
best adapted. Still further, it may be noted that whatever be the 
disadvantages of a socialistic organization of society, so far as 
agriculture is concerned there would be the advantage of greater 
mobility in the breaking up and in the combining of areas of land 
in the effort to achieve the best proportion between land and the 
other factors of agricultural production, in the operating unit, 
under any given set of circumstances. 
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2. Ordinary sale and purchase.—Within the limits that senti- 
ment or other non-economic forces may set, the owning farm 
operator may dispose of his farm entire, in case its size is out of 
line with the other factors which he commands, and purchase an- 
other of suitable area. He may thus be able, indirectly, to vary 
the land factor in his enterprise in its relation to the other factors, 
as may also the farm operator to whom he has sold. But mobility 
attaches in this case rather to the other factors than land, for it is 
the capacity for removal on their part that makes the shift possible. 
But by selling a part of his land, or by purchasing additional land, 
he may effect a direct change in the relation of the land factor to 
the other factors; and since the farm owner with whom he deals 
may often be in just the opposite circumstances such a consum- 
mation may frequently result in an improved adjustment of the 
land factor to the other factors for both parties. 

3. The settlement of estates ——A favorable opportunity for the 
readjustment of the land factor in the farm enterprise may come 
when an estate is settled up at the death of the owner, by affording 
the opportunity of combining lots of land that were previously too 
small for profitable operation separately or of breaking up the estate 
into separate farms of a size better adapted to individual manage- 
ment. Often, however, the division of an estate among the heirs 
will result, for the time at least, not in a better, but in a worse ad- 
justment of the land factor to the other factors. For the splitting 
up or sharing between the heirs may be largely without regard to 
the ideal size of operating unit. 

4. The renting of additional land by owners.—The renting of 
additional land by owners not only increases the area of land under 
the control by these owners but also diminishes the amount of land 
operated by the owners from whom the land is leased. In such a 
case it may be assumed that both parties are advantaged by the 
arrangement, by getting a better proportion of land to the other 
factors. Thus mobility is gained by two farm operators instead of * 
by but one. The superior degree to which mobility is afforded by 
this method is evident when its relative elasticity is perceived. 
Two men are often quite willing in this way to arrange for a more 
or less temporary transfer of land on the basis of a lease when 
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neither would be willing for a moment to consider a purchase or 
sale outright, of the land in question. In 1910, 9.3 per cent of all 
farms in the United States were operated by “owners renting addi- 
tional land’; and in the North Central States west of the Mis- 
sissippi, where this practice is most prevalent, the proportion 
reached 16.1 per cent. Remembering that every such arrangement 
affects at least two farms it will be seen that for the country as a 
whole mobility with reference to the land factor was afforded by 
this method to nearly one farm in five in 1910 and to nearly one 
farm in three in the North Central group west of the Mississippi. 
Indeed the use of this method of securing mobility is even more 
widespread than is indicated by the census figures. For in some 
parts of the country it is very common for single fields to be let 
out for cropping or for pasturage for a single season; or for a field 
of hay to be let out for harvesting on shares. 

Undoubtedly not all cases of renting additional land represent 
a better proportioning of the land factor to the other factors— 
either for the lessor or for the lessee. But at least the method 
presents the opportunity for securing such a result and this is 
doubtless one of the objects aimed at.? 

5. Changing to a more intensive or to a less intensive type of 
farming.—A shift in the proportion of the land factor to the other 
factors of production that is secured through a change to a more 
intensive or to a less intensive type of farming, on a farm of given 
size, represents mobility on the part of the other factors rather 
than on that of land. For it is the former factors that are varied 
in quantity relative to the land and not the latter to them. But 
there must be at least sufficient mobility attaching to the land to 
permit of its being shifted to the new use. Land is by no means 
completely mobile in this respect. Yet it is frequently the lack 
of mobility on the part of these other factors that prevents a shift 
to a new type of farming rather than a lack of mobility attaching 
to the land. This fact can be expressed in another way by saying 


1 The instructions to census enumerators direct them to count only land that is 
under lease on April 15 of the census year. 


2 Of course the man who rents the additional land may rent the whole of another 
farm. 
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that there is many a farm that might better be devoted to a different 
type of farming, involving a changed quantitative relation between 
the land factor and some, at least, of the other factors, provided the 
manager had the knowledge and skill successfully to carry on 
the new branch of farming and provided the capital and labor could 
be shifted without material loss. 


Ill THE MOBILITY OF LABOR AS A FACTOR IN FARM 
ORGANIZATION 


The chief ways in which mobility with regard to the labor factor 
in farm organization is secured are the following: (1) simple hiring 
and discharging of laborers; (2) variation in the length of working 
hours and in the intensity of exertion on the part of the workers on 
the farm; (3) mutual exchange of labor among neighboring farmers; 
(4) the shifting of labor to a different branch of farming; (5) physi- 
cal removal of farm labor from one section of the country to 
another; (6) immigration and emigration of farm laborers. 

This classification is not above criticism in that all these methods 
are not altogether mutually exclusive. But it will perhaps serve 
the present purpose. The degree of mobility in the labor factor 
secured through the hiring and discharge of laborers is far less 
complete in fact than is likely to appear a priori. For not only is 
there often much difficulty in hiring in the first place but freedom 
to discharge is frequently limited by inability to rehire at will after 
discharge, on account of the condition of the labor market, of 
remoteness from the available labor supply, of the desire of the 
laborers for continuous employment, of the degree of special kind 
of skill required, and on account of other circumstances. Though 
the opportunity to vary the amount of iabor in proportion to the 
other factors of production is, on the whole, much more restricted 
with: regard to the labor of the farm family than with regard to 
hired labor, since the labor supply of the farm family remains about 
the same irrespective of the varying demand for labor, the farmer 
and his family are able at times materially to expand the amount 
of labor which they put into the farm work, by much longer hours 
and by increased intensity in periods of unusual stress. Something 
of the same result may be achieved with respect to the hired labor; 
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but for reasons that are evident the opportunity is more restricted 
than with respect to the home labor. The occasional labor of the 
women of the farm family in connection with the outside farm work 
still represents an important element of mobility in the farm labor 
supply in some sections. Exchange of labor between farmers is 
less important than formerly and seems to call for no special con- 
sideration. The shifting of labor to a different branch of farming, 
which usually involves a different proportioning of the factors of 
production, is conditioned by the degree of specialization required 
and by the intelligence of the laborers. In former times there 
would appear to have been a larger degree of mobility in the shifting 
of the labor factor to a new farm employment, because of the crude 
methods of performing the work. Today, when many branches of 
farming have become rather specialized, the labor must be per- 
formed with particular judgment and intelligence. In the handling 
of live stock, for example, either for breeding, for feeding, or for 
dairy purposes, care and discrimination and technical knowledge 
have today become prime factors. A quite similar situation obtains 
in many other branches of farm employment. Much depends 
upon the intelligence of the laborers. For this reason there is 
usually much greater facility in transferring the farmer’s own labor 
to a new branch of farming than in transferring hired labor. With- 
in the limits already indicated, hired labor, if not readily trans- 
ferrable to the new branch of farming, may be discharged and new 
labor hired. 

In one respect there is very great mobility, in this country, rela- 
tive to the shifting of hired labor from one branch of farming to 
another or from one task to another in farming. For status with 
reference to farm tasks has never developed to any considerable 
extent in this country. No particular group of farm laborers has 
come to feel that they have a special claim upon a certain kind of 
farm work, to the exclusion of those who have not been apprenticed 
to this particular kind of work. Nor are these laborers likely to feel 
that they should not be asked to perform some other kind of work 
than that to which they have ordinarily been accustomed. Nor 
do labor organizations intervene, as they do in the city industries, 
to prevent the free shifting of laborers from one branch of farm 
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employment to another. In these respects the farm employer in 
this country enjoys a free hand with reference to the disposal of his 
hired labor. 

In a country such as our own the mobility of labor with respect 
to physical removal from one section of the country to another is, 
for various reasons, comparatively high. Of the marked advan- 
tage of this fact in our farm organization we have a striking 
illustration in the sweep of the wheat harvesters northward in 
the wake of the ripening grain—an illustration that is annually 
repeated and that has its fainter parallel in similar migration of 
hired labor for other seasonal tasks on the farm. Foreign immi- 
gration and emigration relate themselves, in the main, to other 
industries than agriculture in this country, and represent not a 
seasonal flow and ebb but a movement that normally waxes with 
the wave of industrial prosperity and wanes with industrial depres- 
sion. In recent years, however, and especially during the past 
year, there has been a very important seasonal movement of 
Mexican labor across the border into the farming regions of our 
Southwest, with a reflux at the close of the busy season.! Similarly 
there has been, for many years, in East Prussia, and in other parts 
of Germany, an influx of Poles and of other Russian and Austrian 
elements at the beginning of the busy season in agriculture, and a 
reflux at its close. Likewise Belgians and Italians, as well as Poles 
from Galicia, find seasonal employment in the agricultural dis- 
tricts of France, and in some parts of England and Scotland Irish 
labor still enables the farmer to meet special labor needs. 

As compared with earlier times the farmer in the United States 
enjoys less mobility with respect to the utilization of hired labor and 
really requires more. For while the requirements as to efficiency 
are such today that the farmer is no longer able to simply draw 
upon the general supply of unskilled labor with the privilege of 
discharge whenever desired, the introduction of machinery on the 
farm and the transfer of the domestic manufacturing industries to 
the factory have shortened the period over which employed labor 


1 Estimated at 100,000 for Texas and an equal number for California, Arizona 
and New Mexico taken together, since Christmas 1919: Literary Digest, July 17, 
1920, p. 53. 
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is necessary and have eliminated much employment, on the farm, 
that formerly occupied the hired laborers during the winter season. 
So unresponsive to his needs has the American farmer found the 
labor supply that he has been forced to reorganize his business in 
various ways so as to economize in the use of labor. As a result 
the scarcity of labor on the farm seems less than is really the case 
when measured by the standards of an ideal combination of the 
factors of production. The farmer is urged, and doubtless rightly, 
to modify the character of his farm organization in a very different 
way so as to provide employment the year around in order to 
command labor satisfactory in quality and sufficient in amount. 
This represents, of course, the adjustment of the other factors of 
production to the labor factor and not the adjustment of the latter 
to the former, and is illustrative of the difficulty of securing mobility 
with respect to labor on the farm in this country. 


IV. THE MOBILITY OF CAPITAL AS A FACTOR IN FARM 
ORGANIZATION 


Of all the factors of production, in agriculture, capital is the 
most varied in the degree of mobility that attaches to it in its 
various forms. The “law of proportions,” too, is peculiarly im- 
portant with reference to capital in agriculture. In the case of the 
other three factors of production this law applies mainly with 
reference to their combination with each other and with capital. 
But in the case of capital there is, in addition, the intricate and im- 
portant proportional relation of the different forms of capital to 
each other to be considered. So important is this phase of the law 
of proportions that some authorities in the field of the economics of 
agriculture have discussed the law almost solely with regard to the 
proportion of the different forms of capital to each other.! Their 
mobility and the methods by which this mobility is realized in 
actual farm practice, depend upon circumstances which are, on the 
whole, readily apparent. They are, in fact, with one exception, 
the same as those which have been seen to apply in the case of land 
and labor. Mobility of capital has also received more adequate 


1 Carver, Principles of Rural Economics, pp. 216-22. 
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treatment at the hands of economists, and this phase of the sub- 
ject can thus be treated more summarily. The methods employed 
include: (1) physical transfer from place to place; (2) changed 
use; (3) withdrawal or replacement, in varying degree, of worn out 
capital; (4) purchase or sale; (5) hiring or leasing; (6) co-operative 
ownership and use. 

Capacity for ‘“‘physical transfer” is important, as already 
pointed out, in so far as it permits a change to another farm of 
different size or to a farm adapted to a branch of agriculture in- 
volving a changed quantitative relation of the factors of production 
to each other. That there is very great difference in this respect 
in the different forms of capital on the farm is so readily apparent 
as to call for neither discussion nor illustration in this paper. 
Attention may be called, however, to the fact that the difference 
in the degree of mobility, so far as physical transfer is concerned, 
attaching to different forms of farm capital facilitates the employ- 
ment of the tenancy system, with its corresponding modification in 
farm organization and practice. Because the ownership of the 
forms of capital that are not capable of being removed ordinarily 
vests in the landlord while those forms that are capable of physical 
removal are, in general, the property of the tenant, the latter can 
own a considerable part of the capital he uses and still be in a much 
better position to shift from one farm to another than is the land- 
lord. This advantage that the latter enjoys undoubtedly has its 
drawbacks but it is nevertheless a real advantage—especially from 
the economic point of view. It is of some interest, too, though 
chiefly historic, that in a slave system of agriculture the slave 
represents a form of capital having a high degree of mobility in 
the sense of capacity for physical removal. The slave owner in 
the South, therefore, readily shifted to new lands when constant 
cultivation to cotton and tobacco had led to infertility of soil in 
the areas previously occupied. 

“Changed use”’ is chiefly important because the transfer of the 
farm equipment to a different type of farming often involves an 
increase or decrease in the proportion of capital to the other factors. 
Such changes are, of course, limited by the degree of specialization 
of use attaching to the different forms of farm capital. To return 
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to the illustration of slave labor, the slave represented an immobile 
form of capital from this point of view in that, on account of a low 
degree of intelligence, he could not be readily or effectively trans- 
ferred to a new use nor to a varied or complicated use. The slave 
owner was therefore under the necessity, in large measure, of 
continuing the same type of agriculture and the same general type 
of farm organization and practice when he shifted to the new 
region. For the same reason he was unable to substitute, on the 
old estate, a system of permanent agriculture for the system that 
he had been following and that had necessitated, or rendered 
advisable, removal to the new region. [Illustrations of the way in 
which, for the ordinary forms of farm capital, mobility is affected 
by the degree of specialization of use will readily occur to the mind. 

Opportunity for variation in the proportion between capital 
and the other factors of production, through withdrawal or re- 
placement of capital, comes, of course, at the time when a particular 
capital instrument has arrived at the “worn out” stage. Primarily, 
we deal here with the degree of durability of the forms of capital; 
secondarily, we deal also with the degree of specialization of use 
because upon this depends, very often, the time within which a 
capital instrument yields up its full contribution to production 
and arrives at the normal replacement or withdrawal stage.’ It 
is evident that the nearer a form of farm capital approaches the 
circulating type the more frequently the opportunity comes to 
decrease or to increase these forms of capital in proportion to the 
other factors, or to exclude their use entirely. If, for example, too 
much space has been devoted to orchard fruits it may not be 
possible, without too great sacrifice, to clear out a portion of the 
trees at once. Time must elapse to permit of the orchard’s paying 
for itself, in part, at least, and naturally to decay in doing so, 
before partial removal can be arranged profitably. On the other 
hand a portion of an excessive area planted to strawberries might 
be rooted out without much loss at almost any time; or might, in 
a short time, be suffered to go by default by mere decision not to 


1It is obvious that other things being equal, a highly specialized instrument will 
not ordinarily have as continuous use as one less highly specialized and will thus have 
a longer normal durability. 
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reset. Or if a farm should happen to become overstocked with 
hogs, the number of hogs on the farm could soon be reduced by the 
decision not to replace when in the course of a few months the hogs 
now on the farm shall have gone to market. 

The quantitative relation of many forms of farm capital to 
each other and to the other factors of production may often be 
readily varied through “‘purchase or sale.” The opportunity for 
this is at the maximum in respect to such forms of farm capital as 
work animals, live stock in general, and feed, and at the minimum 
in the case of farm structures, orchard improvements, drainage, 
and the like—with farm machinery and implements occupying a 
middle ground. Here again the opposite circumstances in which 
different farm managers find themselves at a given time facilitate 
purchase and sale, back and forth, and thus increase the mobility 
that each farmer may enjoy with respect to certain forms of farm 
capital. An interesting illustration of the working of this plan of 
purchase and sale is afforded by the tendency in recent years for 
what were at one time different phases of the same branch of 
farming to be sub-divided into several separate though mutually 
dependent branches. One such case is represented by the separa- 
tion of the fatted live-stock industry into a grain-growing phase, 
a stocker phase, and a feeder phase. Here the grain grower sells 
to both stocker and feeder, the stocker sells to the feeder, and the 
feeder sells on the fat stock market. In this way the length of the 
“turn over” is shortened for each of the three parties. Much 
sooner than otherwise would be the case, each realizes on his 
investment, receives his capital back in hand in the fluid form, 
and may then speedily shift the investment in the direction either 
of an increase or of a decrease or withdraw it entirely. There are 
other reasons why such an arrangement has been found desirable; 
but undoubtedly the increased mobility in the control of the capital 
that results is one of the important advantages. 

In many cases the farmer will not attempt to provide himself 
with every necessary implement, machine, or instrument, but will 
depend on “hiring or leasing” such equipment, or will perhaps 
have the work done by contract by those who own such equipment. 
When, as is not infrequently the case, the machines or implements 
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that certain farmers lease or hire are the property of other farmers 
there results double contribution to quantitative mobility of the 
factors of production. For the owners also are thus offered the 
opportunity temporarily to vary the proportion of the factors of 
production on their own farms, by transferring a part of their 
equipment, and often a part of their labor as well, to a use outside 
their own premises. The latter are also able to secure the full 
productive capacity of highly specialized forms of capital within a 
shorter period of time and to have the funds invested in them in 
hand the sooner for free disposal. 

“Co-operative ownership and use” of farm capital represents 
a somewhat modified method of achieving much the same results 
as are achieved by hiring or leasing. Though there are offsetting 
disadvantages, the drawbacks both of over-investment and of 
complete non-ownership are avoided in this way; and fuller 
utilization and more rapid turnover are again secured. 

It should be noted, finally, that mobility of farm capital in 
general is less easily realized than would seem at first blush to be 
possible. Usually both mobile and immobile forms of capital are 
intimately involved with each other in the farm organization. As 
a consequence it is often not possible to withdraw or to vary the 
mobile forms of capital when they seem to be freely disposable for 
withdrawal or replacement, since it is frequently impossible at such 
times to withdraw the immobile forms and yet these latter cannot 
be made to continue productive without the aid of the former. 
The former must therefore often be replaced when it might other- 
wise be desirable to withdraw them. To a considerable extent, 
then, the freedom of varying the farm organization through the 
apparent mobility of some of the forms of capital is limited; and 
to this extent the farm manager is, for a time, helpless with reference 
to a change in the proportional relation of the factors of produc- 
tion that might otherwise prove desirable. 


V. THE MOBILITY OF MANAGEMENT AS A FACTOR IN AGRICULTURAL 
PRODUCTION 

Like Sir Joshua Reynolds’ paints, the other three factors of 

production must be “mixed with brains’—that is, with manage- 

ment. So far as the individual farm enterprise is concerned there 
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is little danger of an over-proportion of brains, that is, of manage- 
ment, however superior that management may be. But good 
management being in agriculture, as it is in other branches of 
industry in general, the scarcest factor of production, it is both 
socially better and individually more profitable that good manage- 
ment shall not be w sted by over-proportioning it to the other 
factors of production in a given farm enterprise. In general the 
best managers should be permitted to increase their command of 
the other factors of production up to the point where their manage- 
ment is so diluted that the results are, on the whole, no better 
than if the control of the other factors were left to those of the 
next inferior grade; and competition among managers tends to 
bring about this result, so far as the agencies through which com- 
petition operates are effective in overcoming the resistance to such 
a consummation. Constant changes, too, in the relative efficiency 
of farm managers afford a basis for a constant shift in the control 
of the factors of agricultural production. These and other circum- 
stances not only make important a consideration of the conditions 
which determine the mobility of the managing factor but also, 
because of the active and vital relation of the managing factor to 
the whole farm enterprise, reflect a new interest upon the means 
by which mobility with respect to the other factors of production 
is secured. 

It is perhaps well to consider at this point a feature in the 
situation that applies also to other factors of production but that 
applies in special degree to management—namely the transmutation 
of the quantitative and the qualitative aspects of the factors of 
production. It is clear that the real proportional relation of a 
factor to the other factors originally will depend very much upon 
the grade or quality of that particular factor relative to the grade 
or quality of the other factors as well as upon the strictly quanti- 
tative relation. Similarly, the real proportional relation be- 
tween the factors of production may be materially altered by a 
change in the quality of one factor relative to that of the other 
factors even though the previous strictly quantitative relation 
remains unchanged. It is, of course, theoretically conceivable 
that in case of a qualitative change in the factors of production 
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the quality or grade of each of the four factors might be changed 
either for the better or for the worse in exactly the same proportion 
and that a marked qualitative change might thus be effected with- 
out disturbing in the slightest degree either the qualitative or the 
quantitative relation between the four factors.! Indeed it is a 
well recognized principle, both in business practice and in economic 
theory, that factors of production of somewhat similar grade or 
quality tend to be combined in a business enterprise and that a 
qualitative change, either for the better or for the worse, in one 
factor tends, in greater or less degree, to extend to the other factors. 
Thus the superior farm manager, if not already in possession of a 
superior farm, which he cultivates with a superior grade of labor, 
and with superior machinery, will usually be found working toward 
such a consummation; and it is a common observation in business 
circles that it does not pay to supply highly skilled and expensive 
labor with inferior implements or machinery. Yet this undoubted 
tendency toward an equivalence of quality for all the factors may 
at any given time be very imperfectly realized; and it is by no 
means uncommon for the manager to be under the necessity of 
offsetting the inferiority of one or more of the factors, whose im- 
provement cannot be brought about at once, by utilizing in the 
other factor or factors an especially superior grade or quality. 
While this transmutation of the quantitative and the qualitative 
aspects of the factors of production tends to confuse the propor- 
tional relaticn of the factors to each other, this confusion is 
minimized when we remember that in an economic system organ- 
ized on a pecuniary basis and operating with a view to the largest 
net profits, all the factors, as well as the result itself, come more 
and more to be measured and expressed in terms of value and not 
in terms of physical quantity. Thus a superior quality of instru- 
ment may be considered to embody a larger quantity of capital, 
measured in pecuniary terms, than an inferior one. This is something 
more than a convenience. It is, in fact, a legitimate and highly 
useful procedure; for the change is thus expressed in the terms 
1 This statement is inadmissible if we define land strictly as a natural agent, for 


in that case any improvement in the land through human agency would be credited 
to the capital element. 
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according to which the whole process, together with the results, is 
judged. Lastly, it should be noted that the advantage of mobility 
is in no wise diminished by this dual aspect of the factors. 

Mobility of the management factor in agriculture may be 
realized, (1) by education; (2) by the association of different 
individuals, and of a varying number of individuals, in the manage- 
ment of a farm or of a given area of land; (3) by increasing or 
decreasing the intensity or carefulness of the management; (4) by 
transfer of business ability between agriculture and other lines of 
business; and (5) by combining other occupations with agriculture. 

1. Mobility in management as affected by education.—The term 
education is used here in a broad sense as including all of the agencies 
that lead to improvement of the management factor. The man 
who finds his farm too large for successful management under 
present conditions may possibly so improve his managerial skill 
through one or more of these educative agencies as subsequently 
to be able to handle it successfully. Another man who finds his 
farm too small to work successfully with his present methods in 
like manner may possibly so improve his skill as a manager that 
he can subsequently work the farm at a profit—if not along the 
line previously followed, then along the line of some other farm 
pursuit to which the size of the farm and its other features may be 
better adapted, and to which use he can transfer it because of his 
increased knowledge and ability. 

The superlative importance of improving the managing factor, 
with the aim of securing more efficient business organization— 
whether in agriculture or in other lines of business—lies, of course, 
in the fact that the managing factor is the active factor in the 
organization. When the management factor is improved an active 
human force is given additional activity and intelligence and as a 
result a better adjustment of all the factors to each other, through 
quick appreciation of the opportunities that are offered along this 
line, may reasonably be expected. For nothing is farther from the 
truth than that a certain ideal farm organization, involving, 
among other features, a particular proportioning of the factors of 
production to each other, can be worked out once for all and then 
maintained indefinitely without change. It is also especially true 
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in agriculture that the later stage of operation cannot entirely 
displace the earlier stage of organization. The regular operation 
of a farm enterprise cannot be reduced to a mere routine execution 
of an organization previously planned. Circumstances are con- 
stantly arising that call for a modification of the plan of organiza- 
tion. These circumstances arise partly through change in the 
relative expense of the factors of production, partly through a 
change in their relative efficiency, partly through change in the price 
of different farm products or in the profitabieness of different 
branches of farming, and partly through the exigencies that result 
from uncertain weather and climatic conditions. Even apart from 
these circumstances routine operation involves variation in propor- 
tionality in detail as the work progresses from one seasonal stage to 
the other. In farming, then, organization and operation tend to an 
unusual degree to merge. Consequently the successful farm man- 
ager, like the successful general, must be able to change his tactics, 
and even his strategy, as conditions require. In neither case will 
a stereotyped execution of a previously developed plan suffice. 

This resourcefulness and flexibility in the management is 
strongly promoted by education of the right sort—whether it be 
of the schools or whatever be its source. Training as to methods is 
secondary. If we can but train a man to think and to attack his 
problems intelligently and with all his powers, we may trust him 
to find the proper methods for the solution of his particular 
problems. Such a training will enable the farm manager to dis- 
tinguish between the fundamental problems of his business and 
the superficial or incidental features. It will therefore enable him 
to concentrate all his powers, for the time being, upon the former 
and to leave the latter to subordinates. When farm managers 
shall have had an education of this sort we may look for unprece- 
dented progress in the business of agriculture, because only then 
will they be adequately prepared to work out their problems through 
observation, through experiment, and through intelligent utilization 
of all the aid that science can afford. When this condition shall 
have been realized, too, the aim to achieve a more nearly ideal 
farm organization ,will no longer continue to be so materially 
limited by deficiency in the managing factor. 
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2. Associated management.—In other lines of business than 
agriculture, the number, as well as the business capacity, of the 
persons involved in the ownership and management of an enter- 
prise is constantly changing by means of the flexibility secured 
through the method of associated management. The management 
factor in these enterprises is not only changing numerically because 
of the varying number of persons associated directly or indirectly 
in the management but the real business ability available in such 
enterprises varies as the personnel of the joint participators in the 
management varies. The substitution of one person of high 
managing ability for another of mediocre ability leaves the number 
of persons associated in the management the same but may vastly 
increase the amount of managing ability in the enterprise. By 
an inverse process of substitution the amount of managing ability 
in an enterprise may be greatly diminished while the number of 
persons associated in the management remains the same. 

Though the method of associated management is of relatively 
small importance in agriculture—especially in this country, where 
the individual farm manager is overwhelmingly the prevailing 
type, nevertheless it is obviously possible for agriculture to make 
use of any of the forms that are ordinarily utilized in other lines 
of business: the partnership, the corporation, and the co-operative 
form. But vastly more important than any of these, in agriculture, 
is the method of share tenancy—a method almost altogether 
peculiar to agriculture, and already in vogue in this country to a 
very considerable extent. Lastly, the employment of a hired 
manager by the individual farm owner means, ordinarily, not the 
entire displacement of the latter but rather an association of the 
two in the management. 

a) The partnership in agriculture —The ordinary formal part- 
nership is not an especially elastic or mobile form of business 
organization. Its limitations in this respect are well known. A 
unified and consistent policy is often hard to realize, a reversion 
from partnership to individual entrepreneurship, or an increase 
or decrease in the number of partners, or the substitution of one 
person for another in the partnership is in many cases not an easy 
matter to accomplish, and when the death of a partner terminates 
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the partnership relation it is often difficult to effect a reorganization. 
Yet important advantages may often be realized in agriculture by 
this form of business organization. Where the amount of land in 
a farm is too large for individual management or for the capital 
or labor that can be furnished by an individual, a partnership 
makes it possible to correct, in a measure, these quantitative 
deficiencies in the factors other than land. Again, the management 
may be differentiated in a partnership and each partner may 
take charge of the direction of a part of the enterprise—for which 
part he may either be naturally better qualified or for which he 
may the more readily fit himself through being able to give his 
attention specifically to that particular part of the enterprise. In 
such a case there can be and usually is co-operation in the general 
oversight and direction of the business as a whole. Again, partner- 
ship between father and sons may secure “continuity of policy” 
and provide for “gradual transfer of the management from parental 
hands” without loss while the sons are gaining experience. Under 
favorable circumstances, then, this form of organization adds 
flexibility and resourcefulness to the management.! 

b) The corporation in agriculture—The corporation form of 
business organization represents the most successful method of 
achieving elasticity or mobility in business management. The 
general adaptability of the corporation is proved by its increasingly 
wide utilization in business in general; and of this general adapta- 
bility the element of elasticity or mobility with respect to the 
management factor is an especially important phase or feature. 
It is sufficient to note here that the corporation form of business 
organization makes available, in an intermittent way, the highly 
skilled services of the directorate who determine the general 
organization of the enterprise and lay down the broad lines of 
policy for its conduct, leaving to the administrative staff the 
carrying out of the plans and the actual conduct of the business. 
This method of organization thus renders available for an enter- 
prise, as occasion may require, the managerial ability of men of 
great business skill whose participation could not be secured at all 
if it were necessary for them regularly to give their whole time to 

1 Orr, John, Agriculture in Oxfordshire, Oxford, 1916, pp. 54ff., 58. 
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the enterprise in question. Since the executive and administrative 
staffs devote themselves regularly and continuously to the interests 
of the enterprise the quantitative relation of the management 
factor to the other factors does not undergo material modification 
through their direct agency though they may often bring about 
such a result indirectly by occasionally commanding the services 
of outside experts. The element of mobility, then, in the manage- 
ment attaches rather to the directorate and to the stockholders 
in general. The personnel and ability of these two groups are 
likely to change a good deal from time to time as special circum- 
stances demand great ability and assure correspondingly great 
rewards or as routine conditions vest the controlling ownership 
and management in men of moderate ability, on terms that bring 
proportionately moderate rewards. There is also variation from 
time to time in the amount of attention devoted by the directorate 
to the business problems of a corporation. ‘There is, indeed, more 
or less regularity with regard to the meetings of the board of 
directors. But this is not at all inconsistent with the devoting of 
a greatly varied amount of attention to the enterprise at different 
times; and special meetings of the directorate are often called, as 
special problems arise. Conversely, these same men are thus 
enabled to vary the amount of attention which they devote to 
other enterprises with which they are connected. 

It is thus clear that, in a corporation, the amount of brains 
mixed with the other factors of production is constantly varying, 
and that the corporation form of business organization is admir- 
ably adapted to admit of mobility in the managing factor. The 
use of the corporation in agriculture, then, might make possible 
some measure of these various advantages. But the fact that 
agriculture is, in general, a very decentralized and relatively small- 
scale industry makes it difficult to use the corporation form of 
business organization in that field. It is not improbable that the 
apparent inadaptability of agriculture to corporate organization 
may ultimately prove to be materially less marked than has really 
been supposed by many authorities. Yet though the use of the 
corporate form of organization is gradually becoming more com- 
mon in agriculture there are as a matter of fact very few cases 
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where standard branches of that occupation are being carried on 
under that form—its use being largely confined to such branches 
as the production of cane and beets for sugar, the production of 
rice, copra, rubber, coffee, citrus fruits, etc, and to such quasi- 
agricultural activities as the importation of pure-bred live stock 
and the preliminary exploitation and settlement of areas of land 
that are just being brought into cultivation. In some cases cor- 
porations have been organized for the purpose, not of directly 
operating farms but of handling in a broad way the management 
of a number of farms that are held. Sometimes a manager is 
employed to superintend the management in a more special way— 
the individual farms being rented on a share tenancy basis and 
operated directly by tenants in the ordinary way but with the 
advice and under the general direction of the hired manager. This 
form of organization is followed on a number of the large holdings 
in the “Delta District”’ of California where the land is intensively 
cultivated to the growing of vegetables. A good deal has been 
heard recently of “multiple farming” in the British Isles—espe- 
cially in Lincolnshire and in some other of the English counties. 
Here ‘‘A commercial company appoints a skilled manager and runs 
as one concern a number of separate farms, on each of which there 
is now just a foreman who was once an independent farmer.! 
In the same general class come the beet sugar corporations of Ger- 
many, some of the large Austrian estates, and the syndicate farms 
in eastern France. An interesting recent development of cor- 
poration farming in our own country has taken place in the fruit- 
growing districts of Sussex County, Delaware, where “large farms 
are being bought and managed by corporations or syndicates 
interested in scientific apple growing.’ 


1 Journal of the Board of Agriculture (London), Dec. 1918, p. 1072. 


2“Mental Defect in a Rural County. A Medico-Psychological & Social Study 
of Mentally Defective Children in Sussex County, Delaware” U. S. Dept. of Labor, 
Children’s Bureau, Bureau Publication No. 48 (1919), p. 12. 

See also in general, in this connection, Report of the Commission on Land Coloniza- 
tion & Rural Credits of the State of California, Nov. 29, 1916, pp. 104-6; Hall, A. D., 
Agriculture after the War, London (1916) pp. 39-52; Economic Journal, XXVII (1917), 
p. 392; Report on Wages and Conditions of Employment in Agriculture (England and 
Wales), I (1919), p. 9; Orr, Agriculture in Oxfordshire, p. 137 ff. 
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Some of these concerns undertake to lend capital on favorable 
terms to their tenants or otherwise promote good methods of 
farming. It would appear that this plan of business organization 
and operation in general in farming assures a comparatively high 
degree of mobility both in respect to the management factor and 
in respect to the other factors. Under such a plan there would 
appear to be relatively great facility for shifting the combination 
of factors. If a reorganization of the farms should prove desirable 
or if a changed proportioning of the different factors of production 
to each other should promise to result in a nearer approach to an 
ideal combination, such a system apparently would lend itself, 
in a relatively high degree, to the modifications. desired. That 
these various forms of corporate organization and management 
are likely to be of restricted application in agriculture is perhaps 
fortunate from the point of view of political democracy and equality, 
as they would appear to threaten, if in general vogue, the economic 
and political independence of the agricultural class to an extent 
not approached under the present system of tenancy under indi- 
vidual landlords and scarcely approximated even in the concen- 
trated city industries. 

c) Co-operation.—Co-operation among farm operators with 
reference to management has the effect of increasing the effective- 
ness of the managerial ability of the individual co-operating mem- 
bers. Moreover, not a few men have visons of efficiency that 
they are unable by their own individual powers to materialize 
into successful practice. Co-operation with their fellows often 
enables such persons to realize at least some of these ideals of 
efficiency, to the advantage of all in the group. The ability of 
the best managers of the group is thus put in a measure at the dis- 
posal of the managers with less ability so that the latter are in 
fact thus able at times to mix a larger portion of brains with the 
other factors of production. Through co-operation, too, farm 
operators are able to command expert advice and service to an 
extent not possible on an individual basis—as, for example, through 
the county bureau or farm bureau method, or through the em- 
ployment of expert salesmen in the disposal of their products on 
the market. 
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In realizing these advantages it is not necessary to suppose that 
the co-operation should be of the formal and complete type. There 
is, for example, much informal and partial co-operation among 
agriculturists in this country. Farmers associate themselves 
temporarily for the more adequate realization of their aims along 
certain lines while with respect to other matters they continue 
to act wholly upon an individual basis. This condition of affairs 
undoubtedly makes for a greater degree of mobility with respect 
to the management factor. For pure, or complete, co-operation, 
just as any system practiced or followed in a hard-and-fast way, 
necessarily involves a good deal of inelasticity—an inability to 
vary the management factor in its relation to the other factors and 
with reference to the enterprise as a whole. A good illustration 
of the inelasticity of co-operation when carried to too great a 
length is afforded by the co-operative farming of the common lands 
on the manorial estates of feudal times. 

d) Share tenancy—In cash tenancy the tenant simply re- 
places the owner as manager—barring a few general stipulations 
as to the broad lines of policy. But in share tenancy, which 
represented the system in operation on approximately one-fourth 
of all the farms in the United States in 1910, the landlord retains 
a considerable and real if minor share in the management. To 
a certain extent the management factor in its quantitative relation 
to the other factors is thus increased. In this arrangement it is 
the landlord who affords the mobile element so far as the manage- 
ment factor is concerned, as he may greatly vary the amount of 
attention which he gives to the farm enterprise from time to time 
while the tenant ordinarily devotes his whole time to it. The 
educative aspects of share tenancy, as they affect the tenant 
operator, are of course worthy of notice, in that he is being pre- 
pared in a managerial way for larger things at the same time that 
a growing family and increasing control over capital are pointing 
in the same direction. By virtue of the easily dissolved relation 
to the landlord, and to the farm which he has been occupying, 
the tenant passes readily, with his mobile labor and capital, to 
another farm or to the pursuit of another branch of farming, 
perhaps to arrive finally at the status of owner. Cash tenancy 
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shares, in considerable measure, in these latter features of elas- 
ticity and mobility. 

3. Mobility through increasing or decreasing the intensity or 
carefulness of the management.—Other things being equal, efficiency 
of management depends, of course, upon the intensity with which 
the farm manager devotes himself to his task, and this may vary 
greatly from time to time. Failing health and advancing age 
make for a diminution of the managing factor in the farm enter- 
prise; and comfortable financial position may lead to a similar 
result. In such a case the amount of labor and capital utilized 
is likely also to diminish so that the land is less intensively used. 
Almost always such a change in the organization of the farm 
means a decline in the profitableness of the enterprise. Conversely, 
the profitableness of a farm enterprise may be increased—often 
largely so—by increased attention and application to the manage- 
ment, without necessarily increasing the other factors or even 
changing their proportionate relation to each other and without 
an increase in the ability of the farm manager. Many farm man- 
agers, like other managers, are often, through lack of energy, 
very far from bringing their full powers to bear upon the manage- 
ment of the enterprise in hand and are thus very far from achieving 
maximum results. Increased intensity in management does not 
necessarily mean longer hours on the farm. Hours are already 
too long on the farm, but this is due rather to excess of time de- 
voted to manual toil than to excess of time devoted to manage- 
ment. If, as often will be the case, greater attention to manage- 
ment has the result of reducing the amount of manual toil required, 
this, in turn, is likely to react favorably upon the quality of the 
management. For probably nothing so stands in the way of 
more efficient management in farming as the fatigue and dis- 
traction of long hours of toil. 

Marriage and family very frequently increase a man’s sense of 
responsibility and thus may lead to closer attention to business; 
and an enlarged sense of duty to the community, as in time of 
war, an extending range of wants on the part of the manager and 
his family, higher prices for farm products—all may afford a spur 
to his energy. Increased prosperity in agriculture, relative to 
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other pursuits, tends, too, to draw into agriculture the type of 
manager who is willing to give strenuous attention to business 
when profits are large. With waning prosperity in agriculture 
this type is likely to return to other lines of business. Yet there 
is perhaps more of immobility than might at first be supposed in 
respect to increase or decrease in the intensity with which farm 
managers look after the management of their affairs. Men do 
not readily change their business habits and conditions that would 
seem calculated to affect them strongly in this respect often leave 
them comparatively unmoved. 

4. Transfer of business ability between agriculture and other 
lines of business.—Attention has just been called to the fact that 
relatively higher prices for agricultural products tend toward 
the displacement, in that pursuit, of those who are indifferent 
to price change, by the more commercially minded, while depressed 
conditions in agriculture have the opposite effect. This results 
in an increase or decrease in the managerial element, as the case 
may be, in general and with respect to individual farms that change 
hands. There is no greater mistake than the view that business 
ability cannot be carried over from one line of business to another; 
and this influx of business ability into farming from other lines of 
business affords one of the chief hopes for improved business 
methods in farming. In times past, the transfer has usually been 
in the other direction. So soon as a man began to develop a good 
measure of business ability through his experience in business 
management in agriculture a more favorable opportunity presented 
itself elsewhere for the exercise of that ability and he was con- 
sequently lost to agriculture. Much has been said of the drain 
of capital and labor from agriculture; and truly the losses to agri- 
culture have been great from these sources. But it is probable 
that the loss to agriculture due to this constant drain of business 
ability away from the farm as men gained in business efficiency 
there has been greater than that due to the loss of labor and of 
capital together. Changing conditions, however, warrant the 
view that henceforth agriculture will not only be able, to an in- 
creased extent, to retain native business ability developed in that 
pursuit but will more and more win over ability developed in other 





134 JOHN G. THOMPSON 


lines of business—to the material increase of the managing factor 
in agriculture. This will not necessarily mean a changed pro- 
portion of capital and labor to managing ability on the individual 
farm but it is almost certain to mean an increased proportion in 
the other three factors to land—that is, increased intensiveness in 
the use of the land. The more temporary transfer of business 
ability between agriculture and other pursuits is, however, likely 
to introduce a larger measure of elasticity into the farm organiza- 
tion than can be expected from a permanent transfer. 

5. Mobility in the managemeni factor in agriculture through 
combining, occasionally or regularly, other occupations with farming.— 
For obvious reasons this method is to be commended only in a 
restricted degree, though it is a practice to which there is frequent 
resort. It is not strictly correct, either, to consider this method 
of gaining mobility as applicable to management alone. For 
quite frequently the adding of some other occupation to the farm- 
ing operations affords a means of utilizing labor and capital that 
are employed at other times in strictly agricultural operations. 
Even the land may be made to serve other than strictly agricul- 
tural purposes in this way. But because of the central place that 
the managing factor ordinarily holds, with respect to both the 
farm and the other employment, there appears to be justification 
for considering this method particularly with reference to manage- 
ment. . 

In the days before occupational division of labor had attained 
its present extended development the farm family occupied itself 
with a number of other activities in addition to the strictly farm- 
ing operations. Though it was, on the whole, a great gain when 
these other activities were taken over by the factory or trans- 
ferred to other interests, yet the resulting specialization on the part 
of the farmer brought something of inelasticity or immobility into 
the organization of the farm enterprise. For, as is universally 
recognized, on account of seasonal and climatic conditions in agri- 
culture it is very difficult—in many cases impossible—so to arrange 
the farm work as fully and continuously to utilize the factors of 
production throughout the year. When these other activities were a 
part of the general work on the farm, the farm manager could 
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divert the labor of himself and of his family, and of his hired work- 
ers as well, to these other activities during the slack season or when 
weather conditions prevented prosecution of the regular farm 
work. Toa certain extent, too, the other factors than labor could 
be directed to some use apart from that connected with the regular 
farm operations. 

These accessory employments available on the farm, in earlier 
days, are too well known and too varied to admit of being cata- 
logued here. It is the part that they played in respect to the farm 
organization that needs to be emphasized. It is most interesting 
in this connection to read in a statement made nearly three- 
quarters of a century ago relative to the potteries in Muskingum 
County, Ohio, that they were mostly owned by small farmers, 
to whom they were “a substitute for more land.” Some of 
these varied activities that are apart from the strictly farm work 
the farmer still retains on the farm and he occupies himself and, in a 
a measure, his business organization in general with these at odd 
times. In other cases the farmer still goes, with more or less of his 
general equipment, outside the local activities of the farm and en- 
gages, more or less periodically, more or less temporarily, in other ac- 
tivities. Many a farmer still occupies himself with lumbering and 
with teaming, at times, and an occasional farmer, at least becomes 
for a part of the season, a wool- or live-stock buyer, either as the 
representative of some regular dealer or on his own responsibility. 
The suggestion is occasionally made that even today there may be 
profitably combined with agriculture simple forms of manufac- 
turing to which attention may be directed during the slack period 
for the farm work. Some even go so far as to declare that occupa- 
tional division of labor has developed to altogether too great an 
extent and frankly urge a reunion of agriculture and manufactures 
of a certain type. Many of the proposals for the revival or en- 
couragement of domestic manufactures or handicrafts on the farm 
relate to the employment of women in the home, with the object 
of providing them with a source of revenue or of adding to their 
interest in farm life and thus of insuring their continued residence 
in the rural districts. But other work supplemental or accessory 


1 Third Ann. Rep. Bd. of Agriculture of the State of Ohio, (Jan.1849), pp. 84-85. 





136 JOHN G. THOMPSON 


to the regular farm work has been found or has been urged for the 
men workers. Indeed where such work is actually carried on it 
sometimes represents a survival of the early association of manu- 
factures with agriculture. And it is believed by some that the 
decentralization of power through the development of inexpensive 
gas and electric motors and through economical transmission 
and storage facilities favors the return, in these ways, to a combi- 
nation of agricultural and industrial operations. 

In all this turning aside to other than strictly farm operations 
there is a great deal of danger that the farmer will become too 
much occupied with these outside matters to the serious neglect 
of his own proper work. But there can be little doubt that these 
side-lines do make possible a considerable measure of elasticity 
in the proportional relation of the farmer’s factors of production. 
Just where the golden mean may lie between over-specialization 
in agriculture, with resulting immobility of the factors of produc- 
tion and failure to secure their economical utilization, and the un- 
due and distracting combination “of supplementary activities 
with agriculture in the effort to correct the disadvantages specified, 
is an important question but one with which we are not now pri- 
marily concerned. The object has been to point out how mobility 
with regard to the quantitative relation of the factors of produc- 
tion to each other in agriculture has as a matter of fact been realized 
—and still is, in a measure, being realized. Undoubtedly there 
has been frequent resort to this method for the purpose indicated, 
even though there may have been little conscious appreciation, 
in many cases, of the real nature of the adjustment. 


VI. SUMMARY 


In conclusion we may revert to the position stated at the 
beginning of this discussion: that however important the matter 
of the theoretically ideal combination of the factors of production 
in farm organization may be, such a condition cannot, in actual 
practice, be approximated, much less completely realized, except 
through a modification of the present organization; and that were 
the ideal combination approximated, more or less further con- 
tinuous modification would be required as changing conditions 
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affected the ideal combination and necessitated a new proportion- 
ing of the factors of production. In view of these considerations 
an analysis of the various methods through which a shift in the 
quantitative relation of the factors to each other has been actually 
secured in the past, and of the circumstances that condition the 
mobility of each of the factors in respect to such a shift is believed 
to be important. Through such an analysis we may not only 
‘hope to gain a clearer understanding of the fundamental prin- 
ciples of farm organization but we may hope to be the better able, 
starting from the basis of known practices or methods, to work 
out still better plans for modifying the farm organization so as to 
secure a nearer approximation to the ideal in both its dynamic 
and static aspects. This aim appears especially important in 
agriculture. For the attentive student of business organization 
in agriculture cannot help being impressed with the view that 
there is a great deal of loss of productive energy in that line of 
business because of imperfect or uneconomical utilization of the 
factors of production. To a very considerable extent this results 
from characteristics inherent in the business. But this is no good 
reason for not seeking a remedy. 


Joun G. THOMPSON 
Van Noys, CAL. 








THE DEVELOPMENT OF INTERBANK BORROWING 
IN THE NATIONAL SYSTEM 
1869-1914 


I. INTRODUCTORY 


In the literature of banking and currency reform in the United 
States, comparatively little attention was until recently given to 
the interrelations of the thousands of banks in the national banking 
system, except in the matter of redeposited reserves. It is true 
that in the discussions which followed the breakdown of the banking 
system in 1893, banking interrelations were emphasized by the 
advocates of branch banking; but for the most part this school 
of reformers looked rather to future relationships than to those 
already existing. It was little appreciated that the system of inter- 
bank borrowing, which had already developed to such an extent 
that even in 1893 more than sixty millions of dollars were so bor- 
rowed, contained within itself a principle which might conceivably 
be extended to secure the very ends which the proponents of branch 
banking contemplated, namely, such mobility of loanable funds 
as would approximately equalize rates of interest throughout the 
country. This possibility was obscured by the trend of thought 
and of legislation toward greater freedom of note issue. It did not, 
indeed, escape attention that the variations in the volume of inter- 
bank borrowing formed a very satisfactory index of the needed 
elasticity;’ but it was not until the need of credit elasticity as well 
as of currency elasticity? began to be perceived that any consider- 
able importance was attached to the existing relations of banks with 
one another. 

*See Report of the (Indianapolis) Monetary Commission (Indianapolis, 1900), pp. 
321-22; also Report of the Comptroller of the Currency, 1899, p. xvi, in which Mr. 
Dawes deduces an argument in favor of his plan for an emergency currency from a 
comparison of the amount of borrowings with the increase in bank-note issues which 
his plan would permit. 

2 One of the first writers to draw this distinction was F. A. Cleveland, in The 
Bank and the Treasury (New York, 1905), chaps. v, vi, especially pp. 66, 67. 
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The rediscounting of commercial paper has been commonly 
supposed to have been introduced into this country in 1914. In 
point of fact, it was a recognized practice at least as early as the 
establishment of the national banking system. This article will 
trace the development of this practice and of the related practice 
of direct borrowing within the national system, and will show how 
the restrictions of law hampered the usefulness of interbank bor- 
rowing in this country until the Gordian knot was cut by the 
passage of the Federal Reserve Act. 

The present study is limited, in the main, to the borrowing 
operations of the national banks, principally because of the paucity 
of material relating to the borrowings of state institutions. 
Detailed information concerning all the state banks goes back 
but a few years and relates to but one date in each year.‘ On the 
other hand, the statistical data relative to borrowings in the 
national system go back almost to the beginning of the system. 
The study is therefore limited in time to the period extending from 
April 17, 1869, to October 31, 1914.2 The primary interest of 
the paper is, furthermore, to examine the use of the various forms 
of commercial paper as a liquid resource and the facilities afforded 
for such use by the national banking system. The conversion or 
hypothecation of other securities as a means of obtaining ready 
funds accordingly receives little attention. 

Aside from the statistical data published in the reports of the 
Comptroller of the Currency, there is little printed material to be 
had on the subject of borrowing among national banks. In the 
text of the Comptroller’s reports there is seldom more than per- 
functory statement of the amount of borrowings. The textbooks 
on banking give at most a brief reference to the practice, although 
the trend of recent movements for banking reform has made for 


* There was no very satisfactory compilation of this information prior to 1909. 
On April 28 of that year, the amount of money borrowed by state banking institutions 
was approximately $65,000,000; while on June 30, 1914, it aggregated $141,000,000. 
Borrowing by state institutions is larger than that by national banks, both absolutely 
and relatively to capital liabilities. 

2 The sixth call of 1914 is omitted because the Federal Reserve banks were then 


in operation, and the amount of notes and bills rediscounted was possibly affected 
by that fact. 
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fuller discussion of the subject in the books. Some material is to 
be found in the technical banking journals and in the financial 
press, and also in the report of the hearings before the Senate 
Committee on Banking and Currency. This material has been 
supplemented by a considerable number of interviews with bankers, 
without whose courteous co-operation many points must have 
remained unclear." 


Il. THE GENERAL CHARACTER OF INTERBANK BORROWING 


The immediate motive for borrowing by banks is the need— 
actual or anticipated—of increasing the bank’s supply of ready 
funds, whether it be reserve money, till cash, or balances main- 
tained in other banks for exchange or reserve purposes. In most 
cases this shortage of funds is the result of those seasonal or cyclical 
variations in the demand for money or loans which gave rise to the 
agitation for greater flexibility and centralization in our banking 
and currency system, culminating in the establishment of the 
Federal Reserve banks. The causes and characteristics of these 
variations in demand have been made clear in the abundart litera- 
ture on banking and currency reform in this country, and require 
no extensive discussion here. For the most part, the seasonal 
variations are the outgrowth of the dominance of agriculture in our 
national industry;? but there are other and less generally recog- 
nized causes of variations which not infrequently lead banks to 
borrow. Among these may be mentioned the requirements of the 
holiday trade and of end-of-the-year settlements, and the provision 
of pay-roll cash in manufacturing communities. Other variations 


*In many cases, statements in the text rest solely on the authority of these 
interviews; but printed authorities have been cited wherever it has been possible 
todo so. Iam also under obligations to the librarian of the Library of the American 
Bankers’ Association for extending to me the privileges of that notable collection of 
literature on practical banking. 

2A. Piatt Andrew, “The Influence of the Crops upon Business in America,” 
Quarterly Journal of Economics, XX (May, 1906), 323-53. 

3 As to the situation in the New England mill towns, see the testimony of Mr. 
J. E. Varney, Banking and Currency Hearings, II, 1249 (63d Cong., 1st Sess., Sen. 
Doc., Vols. XV, XVI, XVII). 
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are still more local in character or are confined to particular banks, 
and do not, therefore, lend themselves to general treatment. 

Lying back of the shortage of ready funds which is the immediate 
cause of bank borrowing is in many cases the more fundamental 
need of providing for a more or less temporary expansion of loans, 
or, it may be, of supplementing a chronic insufficiency of capital 
resources or loanable funds.2 Under any banking law which 
requires a fixed and relatively high reserve, such as that required 
by the National Bank Act prior to 1914, no considerable loan 
expansion is ordinarily possible unless the reserve can be aug- 
mented, for the banks naturally avoid carrying any large surplus 
reserve. If the loan demand happens to coincide with a drain 
of cash, the limit of lending power is more quickly reached. The 
only immediate remedy for this situation lies in borrowing? or 
in the conversion of securities or other assets; but since the sale 
of securities is likely to involve loss, borrowing seems to be more 
generally resorted to among national banks. 

It may perhaps be doubted whether interbank borrowing may 
fairly be said to be due to chronic insufficiency of banking resources. 
It would be more accurate to say that where there are extreme 
seasonal variations in the demand for money and loans, these 
resources are likely to be insufficient at the height of the demand; 


* Out of such variations as these arose the practice of lending and borrowing 
credit balances at the Boston Clearing-House. See J. G. Cannon, Clearing Houses 
(Washington, 1910), pp. 242-58; C. B. Patten, Practical Banking (New York, 1902), 
pp. 355-57. Mr. C. A. Ruggles, manager of the Boston Clearing-House, informs 
me that this practice is now a thing of the past. When used, the banks reported 
these borrowings to the Comptroller as bills payable. The lending and borrowing 
of balances is to be distinguished from the Chicago plan of trading balances, which 
has the same effect, so far as it goes, as the settlement of balances by means of the 
manager’s check on debtor banks. Cf. Cannon, op. cit., pp. 284-88. 

2 Cf. O. M. W. Sprague, Banking Reform in the United States (Cambridge, 1911), 
p. 169, note. 

3 See the statement of Sir Edm. Walker that without legal reserves we might 
not require provision for rediscounting. Hearings before the Subcommittee of the 
(House) Committee on Banking and Currency, Part 11, February 5, 1913, p. 643. 

4 Professor Hollander finds little evidence of the liquidation of security holdings 
during the normal autumnal stringency. ‘The Security Holdings of National Banks,” 
American Economic Review, III (December, 1913), 783-814, especially p. 808. 
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for it may be impractical to provide banking facilities adequate 
to the largest demand without loss during the periods of inactive 
demand. This situation is most marked in the southern states, 
where the virtual one-crop system tends to concentrate the demand 
within a comparatively short period. 

Interbank borrowing takes place in this country under a variety 
of forms,’ of which only two may be definitely identified in the 
reports of the Comptroller of the Currency. These are “notes and 
bills rediscounted” and “‘bills payable.” These two forms doubt- 
less comprise the great bulk of borrowings, although banks not 
infrequently borrow by overdraft on balances with correspondents 
or by the issue of certificates of deposit in favor of the lending 
bank.? The reluctance of lending banks to accept such unsecured 
claims as overdrafts’ or certificates accounts for their comparatively 
slight use; for borrowing banks would in many cases be more than 
willing to conceal their borrowings by reporting them in the non- 
committal items of “certificates of deposit’”’ and “due to banks 
and bankers.”’ Moreover, the Comptroller has long required that 
certificates of deposit representing money borrowed be reported as 
bills payable. For these reasons there is probably little error 
involved in the enforced omission of borrowings included in over- 
drafts and certificates of deposit from statements of the amount of 
money borrowed. 

Borrowings may also be concealed in the item “ other liabilities,” 
although careful administration of the national bank act may 
prevent this abuse. For a time, the Comptroller’s Office impliedly 
sanctioned this practice by including other liabilities in its state- 
ment of the amount of “money borrowed in different forms.” 
Certainly no considerable amount of borrowings is now reported 


«Cf. H. G. Moulton, Principles of Money and Banking (Chicago, 1916), Part II, 
pp. 123, 124. 

2 These four forms are those mentioned by Montgomery Rollins, Money and 
Investments (Boston, 1907), p. 332. See also George M. Coffin, The ABC of Banks 
and Banking (New York, 1903), pp. 67-68. 

3 The correspondent bank is sometimes protected against a possible overdraft 
by a deposit of securities. See Hearings, III, 2353. But if these secured overdrafts 
are not so published, the holder may, in case of bankruptcy, be held to have been 
unduly privileged. 
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under the head of other liabilities, for this item has not been large 
for some years. 

Interbank borrowing may, however, occur under forms which 
do not appear at all in the published statements of the bank’s 
condition. The forms under which the Comptroller of the Cur- 
rency suspected the concealment of borrowings may be inferred 
from changes made in the schedule of bills payable in the blank 
forms for periodical reports of condition. In 1913, notes or securi- 
ties sold with agreement to repurchase were required to be reported 
with bills payable, and in 1914 “bills receivable rediscounted for 
bank’s benefit without recourse on bank but with indorsement 
or other guaranty of officer or director of bank”’ were required to 
be so included. It may fairly be assumed that obligations coming 
strictly within these descriptions have been reported since these 
changes were made; and it is not probable that there is still any 
very large amount of such concealment. Aside from the vigi- 
lance of the Comptroller’s Office, the chief influence making for 
their reduction is the growing reluctance of lending banks to be a 
party to such arrangements.’ As one banker put it: “We object 
to indirect loans as reflecting on both borrower and lender.” 

Perhaps the most common method of concealment has been 
by the use of the personal credit of some of the officers or directors 
of the borrowing bank.? This method is most likely to be used 
when the bank is practically owned by the borrowing officers, who 
might otherwise hesitate to bind themselves for the benefit of the 
bank, even though the bank could not escape its liability for 
“money had and received.’ Sometimes the note of the directors 
or officers serves merely as collateral security for a virtual over- 
draft; the borrowing bank is charged by the lender in a special 
account and credited in the general account, so that the borrowing 


t New York Times, August 14, 1913. It was then stated that the practice con- 
tinued to be general in Chicago and St. Louis. 


2 See the testimony of Mr. F. S. Larrabee, Hearings, III, 2357. 

3 J. T. Morse, Jr., The Law of Banks and Banking, sec. 149 (3d ed., Boston, 1888). 
See also Chemical National Bank of Chicago vs. City Bank of Portage, 156 Illinois 
Reports, 149 (1895), where the plaintiff was held for money received from the sale 
of the cashier’s note through a broker; and compare Aldrich vs. Chemical National 
Bank, 176 United States Reports, 618 (1900). 





144 OLIVER C. LOCKHART 


bank reports the loan as ‘“‘due to banks.” Again, officers occa- 
sionally procure a loan for their bank on their own notes with the 
bank’s indorsement or guaranty;? but this is in reality nothing 
more than the rediscount of accommodation paper, which the bank 
has long been required to report.? 

Another method for the concealment of borrowings, slightly 
different in form and in the security of the lending bank, is the 
nominal sale to the directors or officers of some of the bank’s bills 
receivable, indorsed without recourse; the paper so purchased is 
then indorsed, and rediscounted or pledged as collateral for a loan 
with another bank. Inasmuch as the sale of large amounts of 
paper to the bank’s officers or directors is a circumstance which 
should arouse the suspicions of an alert bank examiner, directors in 
many cases formed corporations for the sole purpose of handling 
such transactions in order to throw the examiner off the scent. 
In these cases the bank’s concealed borrowings are unlikely to be 
detected.‘ 

Banks also frequently dispose of some of their assets to city 
banks under conditions which are practically equivalent to the 
negotiation of a loan, but which have been thought to obviate the 
necessity of reporting any liability for money borrowed. Notes 
may be sold by the bank with guaranty of payment, and although 
the contingent liability thus incurred is the same as in the case of 
rediscount, it is said that it has not commonly been reported in 
the bank’s statements.’ Banks were not until recently required to 
make any report of a very similar transaction, in which the bank 
sells securities or bills receivable accompanied by an agreement to 
repurchase them on demand or at a specified date at a price enough 
higher to yield interest to the purchasing bank on the quasi-loan. 
Besides its covert character, this method has the advantage of 
enabling the selling bank to secure an advance equal to the full 


* Cochran vs. Sayre, 157 United States Reports, 286 (1895); New York Times, 
August 14, 1913. 

2 Tbid. 

3 Gulf State Banker, September, 1910; New York Times, August 14, 1913. 

4 New York Times, August 14, 1913. 

$ Ibid, 





INTERBANK BORROWING IN THE NATIONAL SYSTEM 145 


market value of its securities, while upon a direct loan the collateral 
deposited would ordinarily be expected to provide a margin." 
These conditional sales of securities seem to be much more common 
among city banks than among country banks. 

As to the amount of these concealed borrowings it is scarcely 
possible to do more than guess. Beginning with the fourth call 
for a report of condition in 1913 (August 9), there has been a 
consistent effort to secure a full statement of all obligations for 
money borrowed, whether openly or covertly. It was then esti- 
mated that the secret borrowings of the national banks aggregated 
from fifty to one hundred millions of dollars.’ 

It is now pertinent to inquire why borrowings were concealed. 
The principal reason is the general prejudice against bank borrow- 
ing which existed in this country until largely destroyed by famili- 
arity with the operations of the Federal Reserve banks. This 
prejudice was to some extent due to the dislike of customers to have 
their notes sent out of the bank in which they were originally 
negotiated,‘ although this feeling may have resulted merely from 
unfamiliarity with the practice. There also have been occasionally 
a tendency on the part of business men to avoid a borrowing bank 
through fear of the bank’s inability to accommodate them at all 


t Wisconsin Banker, November, 1910; Banking Reform, September 2, 1912, 
quoting the Journal of Commerce; New York Times, August 9, 14, and 16, 1913; 
Wm. G. Bliss, ‘‘The Need of Revised Bank Reports,” Annalist, IV (November 9, 
1914), 376. The conditional sale of securities may, however, be due to the desire 
of the purchasing bank to secure bonds for deposit with the treasury, and is then 
equivalent to the borrowing of bonds. When bills receivable are so sold, the trans- 
action is indistinguishable from the repurchase of “commercial paper” by a note 
broker, except in the character of the parties and, perhaps, in the purchase price. 
See Babson and May, Commercial Paper, p. 208. 


2 New York Times, August 14, 1913, on the authority of a “former government 
official.” 

3 Cf. Laughlin (Ed.), Banking Reform, p. 93. Partly, it would seem, as a result 
of the agitation for banking reform and partly through sheer force of the necessity 
imposed upon them in the crisis of 1907, the prejudice of the banks themselves against 
borrowing had for some time been declining. Evidence of this may be seen in the 
increased scale of borrowings since 1907 as well as in the expressions of bankers. 

4 Bankers’ Magazine, LX XVIII (January, 1909), 13; Hearings, I, 702; II, 1261; 
III, 2114; Conway and Patterson, The Operation of the New Bank Act (Philadelphia, 
1914), p. 109; New York Times, August 14, 1914. 











146 OLIVER C. LOCKHART 


times,’ and there was a rather general belief that a borrowing bank 
is on the verge of insolvency.2 Under such circumstances, a 
report which discloses borrowing is certain to be used by com- 
petitors to the disadvantage of the borrowing bank; and hence a 
deep prejudice against all forms of borrowing developed among 
bankers in most sections of the country. This prejudice was par- 
ticularly marked among bankers in the eastern states and in manu- 
facturing districts; in the West it was somewhat less general, and 
in the South it scarcely existed.‘ 

The prejudice against borrowing was not, however, shared to 
any considerable extent by the lending banks, for it is their experi- 
ence that loans to correspondents are among the safest of their 
investments.’ On the contrary, many bank officers thought that 
banks should be encouraged to borrow, since it is only through 
their frequent borrowing that the city bank can gain that degree 
of credit information which will lead it to support its country 
correspondent in emergencies; and borrowing, especially in emer- 
gencies, is commended in many quarters.° 

* E. H. Sensenich before the Oregon State Bankers’ Association, 1913 (excerpts 
in Chronicle, XCVII [July 5, 1913], 20); E. P. Wells, Hearings, I, 948. 

2 “ Banks’ Concealment of Loans by Rediscount,” Gulf State Banker, September, 
1910; Laughlin (Ed.), Banking Reform, p. 93; Sensenich, loc. cit.; Hearings, 1, 702; 
C. S. Hamlin, The Federal Reserve System as Established and in Operation (Address 
before the New York Chamber of Commerce, December 3, 1914; pamphlet). Doubt- 
less failing banks are generally borrowers, but this constitutes no valid ground for 
prejudice against borrowing. 

3 Hearings, I, 947-48; II, 1663, 1887; III, 2330, 2353, 2452; and references 
previously given under this paragraph. Occasionally the bankers naively imply that 
their chief objection is to the publicity given their borrowings. Hearings, II, 1553, 1663. 

4 Conway and Patterson, op. cit., p. 94; Bankers’ Magazine, LXXXVI (January, 
1913), 4; Hearings, I, 106. Most of the southern bankers who appeared before the 
Senate Committee seemed to regard borrowing as a matter of course; but see the 
testimony of F. W. Foote, Joc. cit., II, 1531. 

5 The officers of some of the large lending banks in New York state that in years 
their banks have not lost a penny in such loans. See also T. Gilman, A Graded Banking 
System (Boston, 1898), p. 97; and New York Evening Post, August 9, 1913. 

6 Russel Lowry, before the Washington Bankers’ Convention (Walla Walla), 
1914 (excerpts in news clippings of June 9, 1914); New York Times, August 14, 1913; 
Sprague, Banking Reform in the United States, p. 169, note. Many bankers, even 
while averse to borrowing, expressed a desire for the establishment of an institution 
which could with certainty lend them assistance in periods of stress. Hecrings, 
passim. 
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Aside from the prejudice against borrowing, the most potent 
reason for its concealment was the limitation upon liabilities 
imposed by the National Bank Act, which provides that except for 
circulating notes, deposits, drafts upon deposits with correspond- 
ents, and liabilities to stockholders for dividends and reserve profits, 
“no association shall at any time be indebted, or in any way liable, 
to an amount exceeding its capital stock. ... .”* This limita- 
tion does not operate to cut off loans to the needy bank, for the 
violation of the statute does not void the debt. Especially in 
agricultural districts, banks not infrequently require to borrow to 
a greater amount than their capital,3 and in such contingencies 
make use of some of the devices which have been mentioned for 
avoiding statement of the bank’s liability. The Comptroller’s 
Office has not found it practicable to prevent violations of the 
statute; and that they were not more frequent is apparently due 
less to the law than to prejudice against borrowing and to the 
restricted scope of the discount market.‘ 

From the point of view of banking reform, the rediscounting of 
notes and bills held by the bank is the most interesting and significant 
form of borrowing among banks. It ought not in strictness to be 


t Revised Statutes, sec. 5202. To the above-mentioned exceptions have been added 
liabilities incurred under the provisions of the Federal Reserve and War Finance 
Corporation Acts. See sec. 20, Act of April 5, 1918. For present purposes, the 
significant change is the removal of the limitation upon the rediscount of paper, 
provided it is sold to the Federal Reserve bank; but the Federal Reserve Board 
may impose restrictions and limitations upon rediscount. Act of December 23, 1913, 
sec. 13. 


2 Weber vs. Spokane National Bank, 64 Federal Reporter, 208 (1894); Chemical 
National Bank vs. City Bank of Portage, 156 Illinois Reports, 149 (1895). 


3 Several bankers testified that they had borrowed from two to five and a half 
times their capital. Hearings, 1, 106; II, 1570; III, 2356, 2357. Still others objected 
to the proposed limitation of rediscounts to the amount of the capital stock. Other 
statements as to the amount needed are in Hearings, II, 1520, 1547, 1626, 1643; and 
see also Hearings before the Subcommittee of the (House) Committee on Banking and 
Currency, Part 11, February 5, 1913, p. 632, and New York Times, August 14, 1913. 


4 The percentage of banks violating the statute in the years 1909-11 is given 
in the Reports of the Comptroller, 1910, p. 11; 1911, p. 18. Again in 1914 the Comp- 
troller complains of violations and discusses the practical difficulty of enforcing this 
and other prohibitions of the Banking Act for want of appropriate penalties. Report, 
IQ14, pp. 16-17. 
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regarded as a form of borrowing, but rather as a sale of assets,” 
just as a merchant or manufacturer who offers for discount the 
promissory notes received from his customers is considered merely 
to be converting some of his assets into ready funds. In the eyes 
of the law, however, a contingent liability attaches to the one 
who indorses the note for discount, whether banker or merchant. 
This liability is recognized in the bookkeeping entries by which 
rediscounts are recorded. Prior to 1916, the item “loans and 
discounts” was not reduced by the amount of the rediscounted 
note,? as might have been expected, but among the liabilities a 
new item of “notes and bills rediscounted”’ was set up, balanced 
among the resources by an increase in the amount of cash or in 
the amount due from banks.’ Since September, 1916, liabilities 
for rediscounts have been appended to the statement of condition 
rather than incorporated in it. 

While both law and banking practice warrant the inclusion of 
rediscounting among the forms of borrowing, there is a more 
important reason for the classification. Perhaps in part because 
of the contingent liability which rediscounting involves, but in 
much larger part, it is believed, because of the great number of 
small banks and the lack of a recognized discount market where 
one might be as sure of selling good commercial paper as of selling 
standard stocks and bonds, the purchase of paper was not based 
primarily on the credit of its maker and was even regarded as a 


* Cf. United States National Bank vs. First National Bank, 79 Federal Reporter, 
296 (1897). 

2 Whence it follows that the aggregate of loans and discounts given in the reports 
of the Comptroller somewhat overstated the amount of borrowing by the public. 


3 Accounting authorities are not agreed as to the correctness of this practice. 
Professor Hatfield approves it on the ground of the essential similarity of rediscount 
and direct borrowing with bills receivable as collateral; see Modern Accounting, pp. 
32, 192-93. On the other hand, Professor W. M. Cole says: “This contingent liability 
for endorsed notes obviously cannot appear on the balance sheet, for it does not 
appear as a liability on the books. It can appear only in a supplementary statement 
or appended note.” Accounts (Boston, n.d.), p. 95. Mr. Wm. G. Bliss would treat 
the liability similarly, on the ground—in marked contrast with Professor Hatfield’s 
argument—that bank statements should recognize the vital difference between bor- 
rowing and rediscounting, the neglect of which hag led to the prejudice against redis- 
count. ‘The Need of Revised Bank Reports,” Annalist, IV (November 9, 1914), 376. 
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privilege or favor granted by the buyer to the seller of the paper." 
Rediscounting thus became in fact a borrowing operation, involving 
the credit of the selling bank.? 

The analogy between promissory notes and stocks or bonds as 
marketable securities is of course far from perfect, since the notes 
do not so readily lend themselves to standardization. The indorse- 
ment of the selling bank, however, approximates standardization. 
To be sure, the claim upon the bank is not direct and immediate, 
but the purchaser in fact looks primarily to the seller for the pay- 
ment of maturing paper. From this point of view, the need for 
bank acceptances in remedying our credit system has been some- 
what exaggerated. For the acceptance has intrinsically no greater 
claim to standard and uniform quality than has the rediscounted 
paper. In Europe, accepting houses are fewer in number and 
stronger in resources and credit than the banks which commonly 
indorse their paper for rediscount in this country; it does not 
appear, however, that our rediscounted paper is less safe than the 
European acceptance. Nor does the fact that the acceptance 
usually indicates its commercial origin necessarily give it greater 
strength than the promissory note.4 The strength of any paper 
is a question merely of the strength of the names it bears, and 
uniformity of quality implies approximate uniformity of strength. 

The real advantage of the bank acceptance over the redis- 
counted promissory note lies in the fact that it is undeniably a 
more liquid form of paper. This is because the acceptor’s credit 


t Laughlin (Ed.), Banking Reform, pp. 21, 258, 267. 

2 Ibid., p. 93. There exists, however, a considerable amount of rediscounting 
which in no way involves the credit of the selling bank. City banks sometimes supply 
the investment needs of their interior correspondents by selling paper from their own 
portfolios with qualified indorsements. In this the city banks are little more than 
note brokers. See the report of the New York superintendent of banks, cited in 
Bradstreet’s, XLI (December 20, 1913), 804. 

3 The usual criticisms of the quality of rediscourited local paper as compared 
with acceptances neglect the fact that under decentralized banking acceptances are 
neither uniform nor necessarily safe. See Laughlin, of. cit., pp. 49-50. 

‘Sprague, “Cogmercial Paper and the Federal Reserve Banks,” Journal of 
Political Economy, XXII (May, 1914), 436-43. See also Sprague, Banking Reform 
in the United States, pp. 168-70, and Beverly D. Harris, Progress in the Development 
of Trade Acceptances (New York), pp. 8-9. 
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standing is usually more widely known than that of the maker 
of the note. Conditions may be imagined under which redis- 
counted promissory notes would be as liquid and as uniform in 
quality as bank acceptances, but these conditions are not to be 
found where the banking system consists of a great number of 
independent banks of varying resources and character. In this 
country the smaller banks will no doubt continue to lend chiefly 
on promissory notes and to pledge their credit by rediscounting 
these as need arises with their correspondents or with the Federal 
Reserve banks. The credit standing of such rediscounted notes 
cannot be made equal to that of the acceptance of a large bank 
unless it is again indorsed by a large bank. It is therefore unlikely 
that notes of this description will be resold, while prime acceptances 
may be sold again and again without involving the credit of the 
seller to an appreciable extent, and may command an international 
as well as a national market. 

But it must not be forgotten that no paper can be liquid if the 
market for it is likely to fail at the critical moment of need. The 
major reform effected in our banking system under the Federal 
Reserve Act was the establishment of the Federal Reserve banks— 
not the improvement in the forms of commercial paper which it 
encouraged." 

Generally speaking, the banker who applies for a rediscount will 
select what he regards as his best paper, although his judgment is 
naturally affected by what he conceives to be the standards of the 
lending banker. There seems to be a tendency to offer paper of 
the larger denominations. In the larger cities, the paper held in the 
banks’ portfolios may easily meet the requirements of the lending 
bank, for it is often from the best-known firms. In the smaller cities 

* Most discussions of the forms of commercial paper neglect the important fact 
that no paper can be liquid in the absence of a discount market. The general subject 
may be examined in the collected writings of P. M. Warburg, in the Proceedings of 
the Academy of Political Science, Vol. IV, No. 4, especially ‘“‘The Discount System in 
Europe” (also published separately by the National Monetary Commission, Wash- 
ington, 1910); L. M. Jacobs, Bank Acceptances; Sprague, Banking Reform and ‘“‘Com- 
mercial Paper and the Federal Reserve Banks,” Journal of Political Economy, XXII 
(May, 1914), 436-43; and E. E. Agger, “The Commercial Paper Debate,” Journal of 


Political Economy, XXII (July, 1914), 661 ff. Babson and May, Commercial Paper, 
contains a less satisfactory discussion. 
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and country towns, however, the bulk of the paper coming into the 
banks is often not such as meets the ideas of the city banker as 
to what is first-class paper. Farmers’ paper is particularly likely 
to fall under condemnation because of the notorious carelessness of 
farmers in taking care of their paper at maturity.‘ This careless- 
ness renders the paper unsatisfactory to the borrowing bank as 
well, and probably helps to explain the preference for direct loans, 
or bills payable. 

The negotiation of the bank’s own paper, generally secured by 
collateral, has been much the more common form of borrowing. 
The form of collateral note given is substantially similar to that 
used for individual collateral loans, and carries a pledge of any 
property left with, or coming into the possession of, the lending 
bank, including any deposit balance. The collateral specially 
pledged for the loan sometimes consists of stocks and bonds, but 
it is usually some of the bank’s bills receivable. In contrast with 
the denominations of paper rediscounted, the paper offered and 
accepted as collateral security is frequently very small, running as 
low as five dollars; so that the bundles of collateral forwarded with 
the application for a loan? are sometimes enormous. This small 
paper is often preferred by the lending banks because it represents 
the cream of the borrowing bank’s paper, so far as certainty of 
payment at maturity goes. It may be added that the chances of 
serious defaults are smaller among a large number of small notes. 

As a rule the collateral deposited provides a margin of 20 per 
cent above the amount of the loan; but the margin varies with 
the credit of the borrowing bank, often running up to 50, sometimes 
even to 100 per cent. This margin of security afforded by the 
collateral is the principal reason why bankers ordinarily prefer to 
lend on the direct obligation of the borrowing bank, rather than 
to accept paper for rediscount.4 On the other hand, in some cases 
no collateral at all is required, but this seems to be quite unusual. 

* New York Times, September 25, 1914. 

Since the line of credit has previously been agreed upon, the borrowing bank 


commonly sends its note with the collateral and draws at once, if need be, upon the 
expected credit. Hearings, II, 1524, 1568. 


3 Mr. F. E. Marshall speaks of a margin of 35 or 40 per cent as if it were usual. 
Hearings, I, 472. 


4 Ibid. 
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It is frequently stated that borrowing banks fear the displeas- 
ure of those customers whose paper is rediscounted. In order to 
avoid disclosing the discount, the notes may be indorsed in pencil and 
the indorsement erased when the note is returned for presentment 
and payment. Another common method is to have notes made 
payable to the maker and indorsed by him; in this negotiable form 
they are ordinarily acceptable as collateral without the bank’s 
indorsement, but not for rediscount.* In rare cases the lending 
bank may accept in lieu of indorsement a power of attorney author- 
izing it to indorse the paper in case of need. Again, the borrowing 
bank may conceal its use of the customer’s paper by giving a 
separate contract of guaranty,’ but this method appears to be 
unusual. 

In any of these cases except the loan without collateral, the 
concealment of the use of customers’ paper may occasionally be 
defeated by prepayment of the notes. In order to obviate this 
possibility, exceptionally cautious banks sometimes request that 
their receivables be immediately returned to their custody under 
a trust receipt. 

The principal explanation of the relatively slight use of redis- 
counting is to be found in the preference of the lending banks for the 
borrower’s own note secured by collateral. The chief reason for 
this preference is the margin of security afforded; where the loan 
is unsecured there is little choice between the bill payable and the 
rediscounted bill receivable. There is somewhat greater control 
of maturities in the case of bills payable, but in any case the maturi- 
ties must ordinarily be adjusted to the time when the borrowing 

* The indorsement may, however, be made either by pencil or by rubber stamp 


accompanied by a letter showing authority to use the stamp; and in such cases the 
use of the paper in borrowing may be concealed from the customer. 


2 An indorsement may be on an allonge ‘“‘whenever the necessity or convenience 
of the parties may require it.” E. W. Huffcutt, Negotiable Instruments (New York, 
1898), p. 21. It would therefore seem that the indorsement might be concealed 
from customers by the device of removing the allonge; and that this practice is some- 
times followed is suggested by an opinion of counsel in Federal Reserve Bulletin, I 
(November, 1916), 610-11. 

3 Hearings, Il, 1261; III, 2114. Cf. also III, 2357, for a somewhat similar 
method of borrowing on the bank’s owr note, to which is attached an account of its 
bills receivable. 
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bank’s loans are falling in. The direct form of the obligation is of 
no particular advantage to the lender, for the borrowing bank must 
protect the lender against the default of the maker of rediscounted 
paper in order to maintain its credit standing, even if it were not 
contingently liable. If we had had a discount market, the direct 
loan would probably not have been preferred. 

What, now, have been the variations in the relative use of 
rediscounts and bills payable as instruments of interbank bor- 
rowing? At the first four calls at which borrowings were reported, 
rediscounts exceeded bills payable in amount; but from March 24, 
1870, until October 3, 1882, the greater part of borrowings was in 
the form of bills payable, except at five scattered calls. In the 
decade following, the amount of rediscounts exceeded that of direct 
loans. Beginning with 1893 there was a complete reversal in the 
relative use of the two methods of borrowing, and the proportion 
of rediscounts steadily fell to about one-sixth of total borrowings, 
as compared with an average of 44 per cent in 1869-82, and 72 per 
cent in 1882-92. 

I know of no entirely adequate explanation of these variations 
in relative use. The problem is the more baffling because of the 
abruptness of the changes. There is no gradual increase in the 
relative use of rediscounts to be observed in the period 1870-82, 
nor diminution in the decade 1883-92. The impairment of secur- 
ity which immediately preceded and accompanied the crisis of 1893 
is the most satisfactory explanation of the change in that year, 
for under such conditions lenders would desire the additional pro- 
tection afforded by a margin of collateral. It would seem, however, 
that the imminence of business disaster was not sufficiently appar- 
ent, or at least not so generally recognized, as to lead to so sudden 
and marked a change in the methods of bank borrowing as that 
which occurred between December 9, 1892, and March 6, 1893." 


* This connection of the change with the crisis was suggested by a New York 
banker, who thought that country banks—the principal borrowers—had been unable 
to find acceptable paper for rediscount, while city bankers have paper of higher grade. 
But (at the fourth calls) borrowings of country banks on bills payable did not exceed 
their rediscounts until 1897, although there was a sharp decline in the proportion 
of rediscounts between 1892 and 1893. Of course, many reserve city banks would 
usually be regarded as country banks. Deputy Comptroller T. P. Kane, who has had 
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The shift from the predominant use of bills payable to rediscounts 
which occurred in 1882 is plausibly explained by the fact that 
eligible commercial paper seems to have become more plentiful 
about that time.’ 

As compared with direct borrowing, rediscounting is more 
common in the southern states than in other sections. At eighty- 
eight out of ninety calls between 1897 and 1914, the percentage ratio 
of rediscounts to total borrowings in the south exceeded the ratio 
for the country as a whole. But at only eight calls, all of which 
were earlier than 1905, has the amount of rediscounts exceeded the 
amount of direct loans; and the ratio has been declining until in 
recent years it is not greatly in excess of the ratio for the country 
as a whole. 

Borrowing in the strict sense, as distinguished from the accept- 
ance of deposits, is not in law regarded as part of the business of 
banking; yet a bank has an inherent right to borrow whenever 
it is reasonably necessary in the proper conduct of its business. 
Aside from the theory of the law, since no one but the bank can 
well judge of the necessity, ‘the practical fact is that a bank can 
borrow whenever it wishes to, and if the money is used in its 
proper business, no fault will be found. . . . .’? While the 
National Bank Act does not specifically authorize borrowing, it does 


long experience in the Bureau of the Currency, does not distinguish between country 
and city paper, but writes me as follows: 

“During the few months preceding the panics of 1893 and 1899 the lending banks 
were unwilling to accept commercial paper on account of the uncertainty of the 
security, and the borrowing banks were compelled to put up their bills receivable as 
security. This practice on the part of the large banks has prevailed from that time 
to the present, which has resulted in the predominance of bills payable over redis- 
counts as a form of borrowing. This condition is also due, no doubt, to the fact that 
the borrowing banks have been able to sell commercial paper without recourse to 
a large extent.” 

* Quoting again from Deputy Comptroller Kane: 

“During the decade between 1882 and 1802 the banks rediscounted as a means 
of borrowing presumably for the reason that eligible commercial paper was plentiful 
and the large banks were willing to discount good paper for the country banks.” 

2 Morse, The Law of Banks and Banking, sec. 63. I find no authority in support 
of Mr. Coffin’s statement that the theory of the law is based on the seasonal demand 
for crop-moving; see The ABC of Banks and Banking, p. 67. 
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not prohibit it; and the restriction placed in the Act upon indebt- 
edness may even be held impliedly to authorize borrowing by 
recognizing its existence.? It has accordingly been held in a series 
of decisions that a national bank may guarantee notes the proceeds 
of which it enjoyed; may borrow money temporarily, or on call, 
or may give its time obligations or a mere oral contract; and may 
rediscount its bills receivable. 

The authority to borrow, of course, rests primarily in the board 
of directors, but they may authorize the president or cashier or 
both of them jointly to borrow money and to indorse the bank’s 
notes. It was formerly held that the delegation of authority must 
be specific and that the power to borrow could not be regarded as 
inherent in the officers; although authority might be assumed if 
the directors, having official knowledge of an officer’s borrowing, 
failed to repudiate it.4 More recently, banking usage has been 
accepted as sufficient warrant for borrowing by the executive 
officers of a bank, and the officers of lending banks may rely on 
this customary authority in the absence of notice to the contrary.$ 


* Wyman vs. Wallace, 201 United States Reports, 230 (1906). 

2Sec. 5202, Revised Statutes. Eastern Townships Bank vs. Vermont National 
Bank, 22 Federal Reporter, 186 (1884); Report of the Comptroller, 1890, pp. 12-13. 

3 People’s Bank vs. Manufacturers’ National Bank, tor United States Reports, 
181 (1879), where the power to transfer with indorsement or guaranty is deduced 
from the power of “discounting and negotiating promissory notes, drafts, bills of 
exchange, and other evidences of debt,” and see Morse, op. cit., sec. 65; Western 
National Bank vs. Armstrong, 152 United States Reports, 346 (1893); Chemical National 
Bank vs. Armstrong, 76 Federal Reporter, 339 (1896); Wyman vs. Wallace, 201 
United States Reports, 230 (1906); Hanover National Bank vs. First National Bank, 
109 Federal Reporter, 421 (1901); United States National Bank vs. First National 
Bank, 79 Federal Reporter, 296 (1897). 

4“Such transactions would be so much out of the course of ordinary and legiti- 
mate banking as to require those making the loan to see to it that the officer or agent 
acting for the bank had special authority to borrow money.” Western National 
Bank vs. Armstrong, 152 United States Reports, 346; see also National Bank of Com- 
merce vs. Atkinson, 55 Federal Reporter, 465 (1893), and Morse, op. cit., sec. 63, 
note (1), and 171. As to the cashier’s inherent power, Morse is self-contradictory. 
Cf. secs. 160 and 165 (d). But the contradiction turns on a nice distinction between 
“inherent power” and the right of the prospective creditor to assume express or 
implied authority on the ground of banking usage. 

5 Armstrong vs. Chemical National Bank, 83 Federal Reporter, 556 (1897); First 
National Bank vs. Arnold, 156 Indiana Reports, 487; City National Bank vs. Chemical 
National Bank, 80 Federal Reporter, 859 (1897). In all these cases, the funds received 
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And even if authority is lacking, the retention and enjoyment of 
the fruits of the contract render the bank liable for money had and 
received.’ 

General arrangements for borrowing are usually made at the 
time of opening correspondent relations.? In recent years an inves- 
tigation of the credit standing of the depositing bank is regularly 
made before the acceptance of the account; but before the credit 
department of banks had reached a high state of development the 
inquiry, if any, was comparatively superficial. While it is probable, 
that investigations are still inadequate in many cases, statements 
of the bank’s condition are regularly supplemented by such further 
inquiries as the resourcefulness of the credit man may suggest. 
The investigation seems to be the more searching if it appears 
that the depositing bank is likely to ask for large accommodation, 
and in the case of active borrowers it is the general practice to 
renew the investigation annually. 

The line of credit is adjusted to the average balance carried 
by the depositing bank, as is the practice in individual loans. In 


were misapplied by the officers. It appears that the president of a bank may not bind 
it by the execution of a note in its name, but may do so if he exercises the functions 
of a cashier or has the actual management of its operations. National Bank of Com- 
merce vs. Atkinson, 55 Federal Reporter, 465; Simons et al. vs. Fisher, ibid., p. 905; 
Hanover National Bank vs. First National Bank, 109 Federal Reporter, 421. The 
president’s implied power to indorse bills receivable for rediscounting has, however, 
been upheld on the ground that this is not borrowing. United States National Bank 
vs. First National Bank, 79 Federal Reporter, 296. 

* Armstrong vs. Chemical National Bank, 176 United States Reports, 618 (1900); 
People’s Bank vs. Manufacturers’ National Bank, 101 United States Reports, 181; 
Chemical National Bank vs. City Bank, 156 Mlinois Reports, 149 (1895); Blanchard 
vs. Commercial Bank, 75 Federal Reporter, 249 (1896); American Exchange National 
Bank vs. First National Bank, 82 Federal Reporter, 961 (1897) 

2In Auten vs. United States National Bank, 174 United States Reports, 125, it 
appears that in response to the solicitation of a New York bank, a bank in Little 
Rock “opened business by inclosing for discount notes to a large amount.’’ See also 
Hearings, Il, 1568. 

3 For example, in 1899 an important New York bank agreed to facilitate covert 
borrowing in consideration of the transfer of the interior bank’s New York account 
to itself. See Hanover National Bank vs. First National Bank, 109 Federal Reporter, 
421. This could scarcely happen today. Comptroller Lacey recommended semi- 
annual publication of the reports of individual banks partly on the ground that lending 
banks should be able to ascertain the condition of their correspondents more frequently. 
Report, 1890, p. 57. 
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New York the balance was formerly expected to amount to one- 
fifth of the line of credit extended.t The general adoption of this 
rule did a great deal to standardize the competition for interior 
correspondents, and it appears, on the whole, to be a salutary 
arrangement.’ 

The term for which the loan is made depends in the first instance 
on its character—whether rediscounted bills receivable or the 
direct obligation of the borrowing bank or its officers. If a redis- 
count, the term is of course determined by the maturity of the 
paper offered, although preference is given to the shorter maturi- 
ties, not over six months.’ The borrowing bank may, however, 
require accommodation continuing beyond the life of the paper 
rediscounted; in which case other paper may from time to time be 
substituted for that about to mature, either in pursuance of arrange- 
ments made at the time of borrowing or as a result of subsequent 
negotiations. If bills payable are offered, the term is agreed upon 
at the time; it may be at demand or for any period of time, but it 
rarely exceeds six months, although renewals and extensions may 
be granted with some freedom. This was very generally done in 
1914, for example, particularly in the southern states, where the 
failure of the cotton market cut off the collections of the bankers 
and necessitated the extension of their own obligations.‘ 

The rates of interest or discount on interbank borrowings vary 
within rather wide limits, but 6 per cent seems to have been the 
most common rate down to the establishment of the Federal 
Reserve System. This is a high rate, but it should be remembered 
that most loans are negotiated in autumn, when rates are normally 

: “The New York banks have an ironclad rule that rediscounts shall not exceed 
from four to five times the balance carried by the borrowing bank. Conway and 
Patterson, The Operation of the New Bank Act, p.95. See also Laughlin (Ed.), Banking 


Reform, p. 337. Because of the reduction in reserve requirements under the Federal 
Reserve Act, the ratio of loans to balances now tends to be higher. 

2 It has been objected, however, that under the rule rediscounts bear no relation 
to the needs of the bank or of its community. Conway and Patterson, loc. cit. 

3 Most loans of country banks fall due in November and December and redis- 
counting is not large until July or August; so that the most usual term of rediscount 
is probably from two to four months. 

4 Chronicle, XCIX, 1172. It is said that many extensions were required in 1913 
also. New York Times, January 10, 1914; Hearings, II, 1276. 
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high in the lending centers and still higher in the agricultural 
districts in which most of the interbank borrowing occurs. 
Although rates appear to accord in a general way with the prevail- 
ing rates on time loans, what the borrowing bank receives on its 
own loans has an influence on the rate charged on its borrowings, 
which is usually such as to allow it some profit or commission.' 
This situation permits the rate to vary considerably even on loans 
made in the same place and at substantially the same time. The 
term of the loan, whether demand or time, the size of the borrowing 
bank, its credit and the amount of its balance may all affect the 
rate charged.? Of late, rates have been influenced by the rates 
in effect at the Federal Reserve banks, but the situation as it was 
prior to 1914 is well summed up in the remarks of two bankers, 
one of whom said: ‘Many borrowers, and sound ones, scarcely 
consider rates, but look upon a loan as almost a one-sided accom- 
modation.”* Another frankly stated that rates were then “all 
you can get away with.” This, however, does not necessarily 
mean that the rate was ever usurious, but rather that it was 
adjusted to the circumstances of the particular case—in other 
words, that there was no discount market.‘ 

* See testimony of William Ingle, Baltimore, in Hearings, III, 2412: “We are 
quarreled with when in tight times we charge an interior bank six per cent—which 
permits it no material profit, only one or two per cent.” See also II, 1548, and Coffin, 
The ABC of Banks and Banking, p. 68. In so far as the borrowing bank makes loans 
of deposit credit rather than of cash, the true rate of profit is of course somewhat 
higher. 

2 Journal of Commerce, July 23, 1913; Hearings, II, 1627, 1643. See also the 
results of Secretary McAdoo’s inquiry into rates charged borrowing correspondents. 
Chronicle, XCIX (October 3 and 10, 1914), 937, 1020, 1021. 

3 For corroboration of this statement, see Journal of Commerce, July 23, 1913, as 
to conditions in Philadelphia in 1913. 

4The Comptroller of the Currency has for many years required the banks to 
show on their periodical reports the highest rate of interest paid on rediscounts and 
also on bills payable, but no compilation of rates has been published. The only 
published information on this subject is found in fugitive sources and in the testimony 
before the Senate Committee at its hearings on the Federal Reserve Banking Bill. 
The lowest recorded rate seems to be 1} per cent on a demand loan, which was made 
on the understanding that the money was needed chiefly as a balance with the New 
York correspondent. American Exchange National Bank vs. First National Bank of 


Spokane Falls, 82 Federal Reporter, 961 (1897). At the other extreme is the rate of 
12 per cent charged by New York banks on rediscounts in the panic of 1893. Other 
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So long as our banking law required a minimum cash reserve 
and made no special provision for its speedy restoration when 
depleted, another factor sometimes affected the rates on inter- 
bank loans, although it affected their amount even more vitally. 
This was the character of the funds in which the proceeds of the 
loan were required. When the borrowing bank merely desired to 
increase its deposited reserve, loans could be made more readily 
and the rate of interest might on this account be lower.' To a 
less degree this was true even where the proceeds of the loan were 
used for exchange purposes rather than for reserve, for the funds 
were not likely to be withdrawn at once. Where the motive of the 
loan was not merely to build up the deposited reserve or the 
exchange account, but was instead to replenish the cash in bank 
or the home reserve after depletion by a currency drain or relative 
impairment as a result of increased loans, the state of funds in the 
lending bank was much more important. If the demand were 
merely for currency, as was often the case when the loan was made 
in anticipation of needs,’ the lending bank might provide its own 
notes or the notes of other national banks it had on hand, without 
impairing or endangering its own legal reserve. There would 
seldom have been serious difficulty in supplying mere currency if 
the banks of the central reserve cities could have issued notes 
freely. But aside from the inelastic character of national bank 
currency, difficulty often arose from the fact that the interior 
demand for currency was for lawful reserve money,‘ which could 


rates mentioned vary from 4 to 6 per cent, except a rate of 8 per cent in 1893 and 
of 6 to 8 per cent in 1914, when rates above 7 per cent were said to be exceptional and 
to apply in only a few cases. A. D. Noyes, “‘The Banks and the Panic of 1893,” 
Political Science Quarterly, IX (March, 1894), 20, note 2, reprinted in Sprague, History 
of Crises, p. 419, note. Chronicle, XCIX (October 3 and to, 1914), 937, 1020. 

* A New York bank offered a credit to a correspondent in 1907, but could not give 
cash. Hearings, II, 1527. See also the statement of Mr. Marshall as to the bor- 
rowings of southern banks for the planting demand in April and May: “That brings 
no stringency, because it is bank credit.” Jbid., I, 469. For the influence on rates, 
see American Exchange National Bank vs. First National Bank, 82 Federal Reporter, 
g6I. 

2 For a case of anticipatory borrowing, see Journal of Commerce, July 23, 1913. 

3 Bankers’ Magazine, LXXX (January, 1910), 9. 

4 New York Evening Post, September 6, 1913. 
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be supplied only at the expense of the lending bank’s reserve. For 
these reasons, and because the chief demand for interbank loans 
coincided with the seasonal drain of currency, the making of loans 
to interior banks was a costly business and was of necessity done 
only at rather high rates during the harvesting and crop-moving 
season.’ The operations of the Federal Reserve banks tend to 
moderate these rates because both city and country member banks 
are now able to replenish their reserve by rediscount at the Federal 
Reserve banks. 

Our rigid reserve system and our inelastic bank-note currency 
were therefore the principal reasons for the relatively slight develop- 
ment of interbank borrowing before 1914 and for the failure of the 
national banks to control the normal autumnal stringency in loans 
and discount rates. But for these conditions, the call-money 
market would not have assumed so important a réle in the opera- 
tions of the great New York banks, and a broader discount market 
might have been developed. Rates on both loans and discounts 
would therefore have fluctuated within narrower limits and would 
have varied less widely among different sections. 

It now remains to speak of the arrangements for collecting 
interbank loans. Inasmuch as rediscounted paper is in most 
instances payable at the bank of original discount, it is regularly 
returned for collection and at maturity is charged to the account 
of the discounting bank, by which remittance is made in due course. 
In the case of brokers’ paper or paper payable elsewhere than at 
the bank which indorsed it, the note is handled as other collections, 
being sent to the place at which payable. Direct obligations of 
the borrowing bank are charged to its deposit balance, if that is 
large enough; otherwise they are held for remittance, together with 
the collateral which secured them. Collateral maturing before the 
secured loan matures may be returned for collection and other 
notes substituted for it, or in some cases payment may be made 
directly to the lending bank.’ 

OLIVER C, LOCKHART 


NATIONAL BANK OF COMMERCE 
New York City 


* See Laughlin (Ed.), Banking Reform, p. 315. 2 Hearings, II, 1276. 


[To be continued] 
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NOTES 


REPRODUCTION COST AS A BASIS OF VALUATION 


Since the public has demanded regulation of public utilities, com- 
missions as the agencies of public control have been groping for some 
sort of standard of valuation. Engineers appointed by the commis- 
sions, other engineers, and attorneys representing the utility companies, 
and self-appointed economists with academic interests, have for a 
generation wrestled with problems of valuation. With the enactment 
of the Railroad Valuation Amendment to the Interstate Commerce 
Act, the problems of valuation were recognized as being national in 
scope. The importance of these problems was re-emphasized by the 
Esch-Cummins Bill which requires the Interstate Commerce Commis- 
sion to fix rates with reference to earnings upon a valuation of the 
railroads determined by itself. 

A widely accepted method of valuation is what is known as “repro- 
duction cost.” By reproduction cost is meant the expense of reprodu- 
cing a property at the price current at the time of the “valuation.” <A 
number of states have adopted this method. In Smyth vs. Ames the 
Supreme Court mentioned this method along with others to be used in 
ascertaining the value of a public utility. The amendment to the 
Act to Regulate Commerce, passed in 1913, called upon the Interstate 
Commerce Commission to make use of “cost of reproduction new” as 
one of the methods in finding a valuation of the railroads of the 
country.’ 

This method is open to objections well-nigh as serious as those 
offered to the capitalization of earnings. It is not employed uniformly 
by the different regulatory bodies. Some are inclined to apply the 
method very narrowly, as the Texas Railroad Commission, which 
included nothing but visible physical property.4 Others are more 

* Arkansas, Kirby’s Digest, 1904, Sec. 6823; Florida, Towns 1907, chap. 5622, 
Sec. 1; Georgia, Code 1911, Sec. 2664; Kansas, General Statutes, 1909, Sec. 7217; 
Nebraska, Acts 1909, chap. 107, Sec. 3 & 4; Oklahoma, Constitution, Art. IX, Sec. 
29; Oregon, General Laws, 1907, chap. 53, Sec. 46; Texas, Sayles Civil Statutes, 
1897, Art. 4570, Wisconsin. 

2 169 U.S. 466. 

3 Section 19a, the Act to Regulate Commerce. 

‘ Third Annual Report of Texas Railroad Commission, p. ix. 
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liberal, as California, where the court interpreted “reproduction cost”’ 
to mean the estimated cost in cash of acquiring the operative right of 
way and other operative real estate, and of reproducing, in the condition 
in which it was acquired, the other physical property of the public 
utility, as of the date of valuation; to which are added overhead expendi- 
tures of engineering, law, interest, commissions, and other similar items." 

No method is likely to be applied with complete uniformity, but 
“reproduction cost”’ lends itself so easily to variations in its use that one 
is justified in raising this objection to it as a workable method. As the 
California court pointed out, reproduction cost is an estimated cost." 
The estimates vary with the personnel of the engineering staff making 
them; they vary with the policy adopted as to what portion of the 
assets shall be included in the valuation; they vary with the fluctuations 
in the price-level. Professor Vanderblue has very effectively shown the 
worthlessness of this method?—which after all amounts to little more 
than opinion, estimates, guesses, brought together under varying cir- 
cumstances, subject to varying biases, and offering many different 
results. 

An even more serious objection to reproduction cost, or reproduc- 
tion cost new, as it is sometimes called, is that it tends when applied 
to put public utilities in the class of speculative enterprises. The valua- 
tion used as a rate base, the “value” fixed by law upon which earnings 
may be made, when found by this method depends, among other things, 
upon the price-level. If a utility company can get its property valued 
by a commission using this method when prices are high it may reap 
great profits and at the same time conceal them from the public. If 
the valuation be made when prices are low, the company may suffer 
great loss and at the same time be thought by the public to be earning 
current returns upon investment. Suppose that a utility company 
assembled its plant in the late eighties of the nineteenth century, and 
that a valuation was made in 1894 or 18¢5. Prices had fallen in those 
years until it would have cost much less to reproduce a plant than to 
build it a few years before. A “fair return” upon the reproduction 
cost in 1895 would not represent the current return upon actual invest- 
ment made a few years earlier. Again, suppose a plant assembled in 
the winter of 1914, and that valuation by reproduction cost new was 
made in 1920. It would, in 1920, cost to reproduce the plant about 


* Re San Francisco—-Oakland Terminal R.R. Co., P.U.R. 1915-D 44. 


? Homer B. Vanderblue, Railroad Valuation, chaps. ii, iii, iv. 
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double the amount actually invested in 1914. A “fair return” at interest 
current in 1914 upon such a valuation made in 1920 would give the 
investors an enormous profit. Let us say that the plant in 1914 cost 
$1,000,000. Net earnings of 6 per cent on the amount would be $60,000. 
In 1920 the same property could be reproduced or duplicated at about 
$2,000,000. Six per cent on this sum would be $120,000. But since 
interest rates have also advanced, the company might insist upon and 
obtain permission to fix rates to yield 8 per cent. Eight per cent on 
a valuation of $2,000,000 would be $160,000, that is to say 16 per cent 
on the amount actually invested. By this simple expedient of a valua- 
tion, made to protect the public, the public would be called upon to 
pay a return upon twice the amount invested in the property, to tax 
itself in rates to give reality to this estimated value, and enable the 
owners to show a commercial value double the principal sum actually 
invested. Under a government control making use of reproduction 
cost new to find the value, the commercial value of a utility property 
would fluctuate with the rise and fall of prices. A certain sum would be 
put into the property, but how much the owners could earn upon it, 
the commercial value of their investment, would depend upon all the 
complex forces which are reflected in the price-level. How much the 
investment would be worth ten years after it was made would not 
depend altogether upon honesty and ability of management and con- 
fidence and support of patrons, but even more upon unforeseeable 
contingencies, forces beyond control of the management, all those 
accidents in different parts of the world which influence the movement 
of prices. Under such a control effectively applied, an investor in a 
public utility would gamble on the rise and fall of prices. Instead of 
utility properties attracting careful investors, they would appeal more 
to that class who speculate in mines and oil propositions. A business 
owned by speculators is more apt to be “skinned” for the sake of im- 
mediate returns, than one owned by investors. It is to the public 
interest that utility properties be owned by those looking for a moderate 
and regular return upon investment. In the long run the public will 
get better service, if the utility properties can be developed so as to 
draw this class of investors. Reproduction cost new tends to defeat 
this end, and to make utility properties highly speculative ventures. 
Texas furnishes an actual illustration of the way in which this 
method arbitrarily forces up or down the commercial value of what 
has been actually invested. The Railroad Commission of Texas, 1893-95, 
made a valuation of most of the railroads of the state. They based 
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their estimates upon prices slightly above those of 1893-95." Aside 
from the fact that they arbitrarily ruled out items which should have 
been included, the prices adopted for estimating the cost of reproducing 
the railroad properties were so low in those years of panic and of abnormal 
depression, that they found the valuation of 8,859 miles of road with 
all equipment to be $140,367,122, or $15,844? per mile. The capitaliza- 
tion of roads amounted to $367,677,044, or more than $42,000 per 
miles That is to say, the capitalization was $227,300,922 more 
than the reproducing cost new, or the “value” found by the com- 
mission. Some roads, perhaps most of them, were overcapitalized, 
but it is hard to believe that the commission found a valuation 
entirely fair to the investors in the roads. Soon after this valuation, 
prices began steadily to rise. Yet during the years of phenomenal 
prosperity around the beginning of the present century, the Railroad 
Commission of Texas insisted that the value of the roads of the state 
was that found by a calculation with reference to prices current dur- 
ing the lean years following the panic.‘ 

In a recent hearing before the Public Utilities Commission of Dallas, 
Texas, the telephone company of that city submitted through its attor- 
ney a brief, setting out the different items entering into the company’s 
property, and showing what they estimated it would cost to reproduce 
the plant under present prices and conditions. They were asking for 
an increase in rates of 100 per cent, since nothing less would in their 
opinion pay a fair return upon reproduction cost of the property.s 
The mayor, a member of the commission, pointed out that such a 
valuation would be for the patrons of the company to pay a return 
upon double the investment made to serve them. 

From this it would seem that the use of reproduction cost, or of any 
variation of that method, is more apt to lend itself to injustice than to 


justice. 
W. M. W. SPLAWN 


UNIVERSITY OF TEXAS 


* Third Annual Report of the Texas Railroad Commission, p. 9. 
2 Fourth Annual Report of Texas R.R. Comm., p. 8. 

3 Third Annual Report of Texas R.R. Comm., p. xviii. 

4 Second Annual Report of Texas R.R. Comm., 1896-1910. 

5 Dallas Morning News, August 5-8, 1920. 
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BOOK REVIEWS AND NOTICES 

Principles of Accounting. By A. C. Hopce anp J. O. McKINsEy. 
Chicago: University of Chicago Press, 1920. Pp. xiv+ 389. 
$3.00. 

A reviewer is always confronted with the problem of space limita- 
tion in his attempt to give a well-balanced account of his estimate of 
a given book. Jn the review of this book it is particularly difficult to 
set forth adequately the strong and the weak features. If it shall 
appear that too much is said concerning the more apparent weaknesses 
of the present book, the writer would like to discount the effect of any 
such overbalancing by saying at the start that the book is a good book 
and worthy of a good distribution. 

As stated in the first chapter, the purpose of the book is to give a 
survey of the general field of accounting for the use primarily of the 
general student in the school of business as distinguished from the 
technical student who may be looking forward to professional account- 
ing. It would seem that the fields of cost accounting and auditing 
should be reviewed or at least mentioned in such a general survey. 
What a book shall contain depends to a very large extent on the par- 
ticular niche in the curriculum which it is expected to fill. As yet the 
course of instruction in accounting is not standard in all schools of 
business, nor is there even agreement as to the various departments 
and the way in which the subject-matter should be developed in the 
broad field of business instruction. Until such agreement can be 
reached there is little hope for real uniformity in content and method 
of particular courses. For the specific purpose for which the book has 
been written it should serve admirably. Without an intimate view of 
the entire course of instruction contemplated in a given field, one finds 
it difficult to give a just weighting to the various elements of content 
and lack of content entering into the make-up of a particular book. 
The reviewer must, therefore, content himself with a statement of the 
points which stand out more prominently than others in the reading of 
the book. 

Tn the first place, the old problem of how best to develop and use 
principles of debit and credit seems to have given the authors con- 
siderable trouble. There appears to be too little discussion of the basic 
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accounting equation in the general terms of assets, liabilities, and pro- 
prietorship. The value of rules of thumb or working rules of debit 
and credit is extremely doubtful. The adoption in the present text 
of the rule: “Debit for value received and credit for value paid out”’ 
is somewhat in the nature of a make-shift. Most of the difficulties 
and the far-fetched explanations required for the use of many rules of 
debit and credit which have been proposed in times past will be met 
here also. 

The treatment of business practices and procedure is good. Busi- 
ness vouchers and papers are well developed and set forth. Through- 
out the book one finds constant reference to “reports” and a good deal 
of vague talk about them. The only reports used are the fundamental 
ones, namely, the balance sheet and profit and loss statement, with 
supporting schedules. The reviewer agrees that these reports are all 
that can adequately be handled in a first year’s course but, because of 
the use of the term in the present text, he has a rather distinct feeling 
of disappointment that his expectation was not satisfied. 

Chapters xxii to xxvi, giving a discussion of the construction 
and interpretation of accounts, do not seem to fit in particularly well 
with the general scheme of organization of the material. They appear 
more as a filler to provide sufficient material for the first year’s work. 
One finds in these chapters, in the main, simply a list of the different 
kinds of things to be met in the accounts discussed. From an educa- 
tional standpoint it seems far better to give the student the transactions 
involving these various items and let him interpret them face to face 
rather than to tell him about them and schedule them for him. Some 
few things which are here treated in this cursory and general way, in 
the reviewer’s judgment have not been sufficiently developed earlier in 
the book and therefore need development at this stage if they are to 
be included in this schedule of ‘“T” accounts. In this portion the 
text has some of the earmarks of recent high-school texts. 

The chapter on “ Account Classification,” in its basic sub-divisions, 
seems to show a lack of comprehension of the true nature of revenue 
accounts as a part of the proprietorship group. The chapter on “Graphic 
Methods of Presenting Facts”’ is good and is a welcome addition. 

What strikes the reviewer more forcibly, however, in the reading of 
the book, is not so much what it contains for its content is exceedingly 
good, but rather its omissions. This may be due to the place which 
the book is expected to fill in a given accounting curriculum. There 
has been an almost total omission of the discussion of proprietorship 





BOOK REVIEWS AND NOTICES 167 


from the business organization standpoint. Some of the proprietorship 
accounts are given rules of thumb for guidance in making entries to 
them but there is no background, no discussion of the fundamental 
principles of organization on which an adequate understanding of such 
rules must always rest. The reviewer doubts the wisdom of attempt- 
ing a divorcing of accounting from the other phases of business life 
in the effort to secure a type of so-called “pure” accounting principles. 
Accounting is a tool and must always adapt itself and must, therefore, 
always rest upon the business structure as it is. The discussion of 
partnership and corporation problems is largely omitted, in spite of 
the fact that the analytic method of accounting is perhaps best set 
forth in connection therewith. Many of the essential problems in con- 
nection with sales are not treated. In some cases alternative or equally 
good methods of accounting technique are not shown. Controlling 
accounts and the bank reconciliation scarcely receive adequate treatment. 

As to the questions and problems, no reviewer is in a position to 
pass judgment unless he has gone through them carefully and at length. 
In this instance, therefore, only surface criticism can be made. The 
questions are intended to be thought-provoking and do serve that pur- 
pose. In many instances, however, they seem rather indefinite and 
things are asked for, for which the text has provided little or no founda- 
tion—a doubtful procedure pedagogically. Occasionally one finds a 
catch question or problem. 

In style the book is well written and is characterized by clarity of 
expression. In spots it is a bit heavy, due to long sentence structure. 

Physically the book is not particularly prepossessing. Its content 
deserves a better dress and medium than the present book has. The 
present paper situation is an explanation of the dress in which many 
books at this time are appearing. 

In general, the reviewer feels that the development of the subject- 
matter is a little too detailed in the first chapters and not sufficiently 
graduated in the following chapters. It is a little abrupt in the early 
stages, whereas later, after the foundation has been laid, the development 
is perhaps a little slow on points where the student is equipped to make 
better progress. As mentioned above, its chief defects are its omissions 
and these are doubtless due to the authors’ pre-conceived notions of 
what a first-year course should include. This in turn rests somewhat 
upon the way in which the whole curriculum of a given school of busi- 
ness is organized. In the reviewer’s judgment these omissions are 
serious and greatly detract from the value of the book in its expressed 
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purpose of giving the general student the desired breadth of view of the 
field and a sufficiently skilled use of the tool—accounting—so necessary 
to the business executive. 

A lesser defect is its failure to differentiate sufficiently between the 
kind of development of subject-matter—and the method of developing 
it—required for high-school and college students. A comparison of 
the present book with Bookkeeping and Accounting, a high-school text 
by Mr. McKinsey, shows, in the reviewer’s judgment, a too close and 
at times an almost blind following of the development and treatment 
there set forth for the first course in high school. 

The book is, however, basically sound, well written, and worthy of 


careful consideration on the part of any instructor. 
Ray B. KESTER 
CoLUMBIA UNIVERSITY 


Foreign Exchange. A.C. WuHITAKER. Published by D. Appleton 
& Co., 1919. xiv+646 pages. 

The literature dealing with foreign exchange has, in the past, come 
from several sources. Economists have generally included a chapter 
or more on foreign exchange in their general economic treatises, either 
as a part of the discussion of the mechanism of exchange, or as part of 
the theory of foreign trade. Bankers have occasionally developed the 
subject from the viewpoint of international banking and finance; and, 
under the stimulus of American interest in foreign trade, have begun 
lately to adapt their discussions to the needs of their clients, the importer 
and exporter. Occasionally those interested in foreign trade from the 
administrative viewpoint have attempted to explain foreign exchange 
as it seemed to affect their immediate problems. An illustration of the 
economist treatment of the subject is H. G. Brown’s International 
Trade and Exchange; Anthony W. Margraff’s International Exchange 
is an excellent example of the banker’s viewpoint; and B. Olney Hough’s 
Practical Exporting contains a chapter on “ Exchange,’’ which illustrates 
the approach of one who is mainly concerned with the administrative 
problems involved in exporting. 

Each of these groups has a different purpose to serve in attempting 
the exposition of foreign exchange. The economist with his national 
outlook naturally approaches it from the standpoint of the equation of 
indebtedness between different countries, the determination of the 
terms of the international exchange, and the distribution of the monetary 
metals among the different countries. The banker, of course, views 
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it through the activities of his foreign department, in which the purchase 
and sale of drafts, the maintenance and control of the foreign balance, 
and dealings in exchange of various sorts, are daily occurrences. The 
exporter or importer is mainly interested in foreign exchange, in so far as 
it affects the quotation of prices to the foreign buyer, the price he must 
pay for remittance, the price he should receive for his bill, or the terms 
of the bill itself which may enhance its price, or its value for securing a 
loan. The banker, therefore, explains phases of the subject that do 
not seem to affect the other classes very directly. Doubtless, the 
p. ecise phraseology of drafts is a very important question both to the 
banker and the exporter; but one could formulate a theory of foreign 
exchange in its relation to foreign trade without any very intimate 
acquaintance with such documents at all. Such expositions of foreign 
exchange, therefore, tend to become one-sided and incomplete. 

Not only in subject-matter, but also in methods of presentation 
great divergencies have appeared among the different authors. The 
subject is not exactly a romantic one; clearness has seemed the one 
indispensable requirement; and authors have apparently been at no 
small pains to secure this quality. Some, like Margraff, have secured 
clearness for a limited group; but they furnish difficult reading for 
others. Others, of which Thomas York’s Foreign Exchange Theory and 
Practice is an example, in their effort at simplicity have sacrificed 
reality. The author last mentioned, for instance, develops his subject 
by assuming that every foreign-exchange transaction involves an 
exchange of a certain number of grains of gold, discarding the monetary 
unit throughout most of his discussion. Clare’s A BC of the Foreign 
Exchanges and Franklin Escher’s Foreign Exchange Explained have 
succeeded in dealing very clearly with this subject, but they have done 
so at the expense of comprehensiveness. 

In the present instance, so it seems to the reviewer, Professor 
Whitaker has succeeded in producing a book on foreign exchange, which 
is both clear and comprehensive; which will be of interest to banker, 
merchant, and economist, and not unintelligible to the lay reader, who 
may belong to none of those groups. Although only a relatively short 
space is devoted to the theory of the exchanges in the narrower sense of 
that term, as Professor Whitaker quite frankly remarks, “most that is 
told herein is worth the economist’s knowing.” 

The method of approach to the subject, which the author has 
adopted, is rather different from that usually found. Instead of starting 
with a theory of foreign exchange, he has left that for the final chapters 
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of his volume. Foreign exchange is usually carried on through the 
purchase and sale of rights; and the evidence of these rights is contained 
in various documents, such as bills of exchange, letters of credit, authori- 
ties to negotiate, letters of hypothecation, and the like. Exchange 
rates are rates at which such rights thus evidenced are bought and sold. 
The logical starting-point, therefore, is an examination of these docu- 
ments which evidence the rights dealt in. The very fact that there are 
dealings in exchange implies the existence of dealers who specialize in 
such dealings; the market organization for foreign exchange, and the 
kind of transactions carried on by such dealers form the logical next 
step. Without further elaboration of outline, it may be said that the 
chapters of this book fall roughly under five headings, as follows: “Legal 
Nature of Bills of Exchange,”’ “Classification of Bills of Exchange and 
other Related Foreign Exchange Documents,” “Dealings in Foreign 
Exchange,” “Money and Monetary Systems,” “Theory of Foreign 
Exchange.” 

There are certain features of subject-matter and mode of presentation 
that warrant specific comment. The treatment of documentation in 
foreign exchange, found in chapters v, vi, and vii, is very compiete. 
This is a distinct contribution to the subject, for these topics have 
heretofore received exposition mainly in pamphlets, and that in a very 
fragmentary manner. Similarly, chapter x has a very good explanation 
of the various clauses used in bills of exchange, such as the “colonial 
clause,” and the ninety-day settlement clause so often used in Argentine 
trade. A very useful work has been done in fully explaining the pur- 
pose and operation of such clauses. Chapter xxi, the final chapter, 
presents in thorough manner the factors operating to affect the spreads 
between different classes of bills of exchange. This, likewise, is a phase 
of the subject that has hitherto received very scant attention. In 
chapter xiv the subject of arbitrage is given very extended discussion. 
The author has not only explained the function of arbitrage, but he has 
indicated the precise manner of its operation and the way in which the 
drafts may be drawn. The subject is again referred to in chapter xxi, 
where it is declared that arbitrage tends to bring only the cable rates to 
an absolute parity. In each of these cases, as it seems to the writer, a 
distinct advance has been scored both in exposition and in thought. 

It is, of course, no disparagement of Professor Whitaker’s achieve- 
ment to say that it contains many chapters that are not new. Chapters 
xv-xix dealing with “Money and Monetary Systems,” though well 
written, contain little that is new, either in theory or exposition. The 
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author’s discussion of dollar credits in the Addendum, though presenting 
the probably sound conclusion, does not seem to the writer to do 
full justice to that subject. Since most of the reasoning is based upon 
pre-war experience, a chapter on foreign exchanges during the war would 
not seem out of place. Exchanges between gold standard and silver 
standard countries (also countries with depreciated paper) do not receive 
treatment; it would seem desirable to consider them at least in relation 
to the speculative aspect of foreign exchange. Perhaps in view of 
Spalding’s able discussion of the eastern exchanges, Professor Whitaker 
felt that this subject should be left to more advanced studies. There 
is, of course, plenty of room for difference of opinion as to whether these 
should be considered in a general treatment of the subject. 

Not the least of the merits of the volume is the fact, that it is very 
well written throughout, that it is replete with illustrations which 
clarify obscure points, and that great effort has been put forth to obtain 
precision of statement. The writer believes that Professor Whitaker 
has given us a comprehensive, well-balanced, lucid exposition of a 
difficult subject; and that this study should be of interest to bankers, 


merchants, and economists generally. 
L. C. SORRELL 
UNIVERSITY OF CHICAGO 


The Expansion of Europe, A History of the Foundations of the 
Modern World. By WititaAM Cortez AsBBott. New York: 
Henry Holt & Co. 2 Vols. Pp. xxi+512, xiii+463. 

The term Expansion of Europe has usually been understood to 
mean the extension of European influence and the spread of European 
civilization into regions beyond the geographical frontiers of what we 
used to call the European continent. Professor Abbott in his two 
volumes which have appeared under that title has not used it in that 
sense. What he has really undertaken to do is to write a history of 
European civilization the world over from the end of the Middle Ages 
to the French Revolution. His interpretation of the term civilization 
is as broad almost as may be. It includes matters political, religious, 
and economic, it includes the arts and the sciences, mathematics and 
philosophy, prose and poetry, music and painting, furniture and wearing 
apparel. Nothing human is quite foreign to Professor Abbott. He 
ranges the world from China to Peru, and runs the whole gamut of 
human interests from the mysteries of transubstantiation to Shakespeare 
and the musical glasses. 
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The program is an enormous one and Professor Abbott is to be 
congratulated for his courage in attemptine it within the scope of 
something less than a thousand pages. Of course he makes no pretense 
at an exhaustive treatment, yet he does not confine himself to sweeping 
generalities. It is a little hard to discover to just what group of the 
reading public his book is addressed. It is readable enough, but it 
takes altogether too much knowledge for granted to invite the casual 
reader. For the same reason, although it is well furnished with rubrics 
and contains a good working bibliography, it will hardly serve the pur- 
pose of a textbook. On the other hand it is rather too elementary in 
character for the advanced student. Considered simply as a tour de 
force it is a remarkable contribution to historical literature. Few 
American historians at any rate could have gathered together in the 
same space so much heterogeneous material with so much artistic skill. 
As one reads one is irresistibly reminded of a mosaicist laboring to 
cover a given surface with innumerable awkwardly shaped pieces of 
different colored stone. Professor Abbott has covered his surface. It 
is amazing how neatly he contrives to fit in the odds and ends. The 
pity of it is that he has failed to bring out his design. In his subtitle 
he assumed a mandate to disclose the foundations of the modern world. 
It would have been a job worth doing. A broad survey of that tangled 
period in the history of European civilization which lies between the 
Renaissance and the French Revolution with a view to singling out 
from it those facts and those forces which have been chiefly instru- 
mental in determining the character of our contemporary world would 
have been very serviceable both to the layman and to the student. 
But Professor Abbott has not done it. What he has done is to condense 
the old-fashioned political history of the period just enough to make 
room for a little about religion, a very little about economic life, a good 
brief survey of early colonial history, and a fair résumé of the history 
of science and art and letters. To be sure he has blended these matters 
together rather more adroitly than is usual, yet the facility of his style 
serves merely to smother for the moment the confusion of mind which 
so great a mass of facts ultimately produces. We are grateful for such 
skilful guidance through such a maze, but what we set out in search 
for we do not find. On the last page we are still wondering what, in 
short, were the foundations of the modern world. 

The best parts of the book are those which deal with England. 
Professor Abbott knows his English history well and he handles it with 
the assurance of a master. His analysis of the seventeenth-century 
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struggle in England, for example, is brilliantly suggestive. It is to be 
regretted, however, that he has not only exaggerated the importance 
of England, but also has too often assumed, particularly in matters 
economic, that what was true of England was true of Europe at large. 
His whole discussion of economic life is indeed very unsatisfactory. It 
hardly ever carries him below the level of the bourgeoisie. Of the great 
movements which determined the destiny of millions of humbler folk, 
like the enclosure movement in eighteenth-century England, or the 
development of serfdom in eighteenth-century Russia, he has hardly 
a word. Naturally he could not cover everything in the space at his 
command, but he might wel! have asked himself whether matters like 
these were not after all more significant than the details of explorations 
in the new world or of dynastic rivalries in the old. Quite possibly the 
question never suggested itself to him. 

His point of view in general belongs to the time before the common 
lot of the common man commanded much attention from respectable 
historians. Most of us find ourselves spinning around on a world in 
which the poor man looms larger than the rich man, the untutored 
many than the learned few; in which trade unions are more effective 
than learned societies, capitalists more powerful than princes, and class 
conflicts more menacing than dynastic rivalries. But the modern 
world which Professor Abbott had before him when he undertook to 


disclose its foundations was evidently not this one. 
Conyers READ 
PHILADELPHIA, Pa. 


Democracy and Assimilation. By JuLtitus DRACHSLER, New York: 
Macmillan Co. Pp. xii+275. 

Professor Drachsler has undertaken to present what he calls a 
“synthetic” theory of immigration. The two views now current which 
he regards as having any scientific basis, (1) that of the economist who 
holds immigration as primarily and essentially an economic problem, 
and (2) that of the sociologist who sees it as above all a racial and 
cultural one, he attempts to relate. 

An immigration policy should in Professor Drachsler’s opinion pro- 
vide for scientific selection, distribution, and incorporation. All three 
of these he points out have an economic, as well as an educational or 
cultural aspect. It is the problem of “incorporation’—the word 
assimilation used in the title of the book is generally avoided in the dis- 
cussion—that is Professor Drachsler’s theme and which he regards as 
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determining in the last analysis what the public policy with reference 
to the other two should be. 

Part II of the book is devoted to a very interesting discussion of 
incorporation through intermarriage. To determine the facts on this 
subject he has analyzed 100,000 marriage records in Bronx and Man- 
hattan, New York City, for the five-year period between 1908 and 1912. 
If the New York City figures are typical—and, as Professor Drachsler 
points out, intermarriage is probably more frequent in smaller com- 
munities—out of every 100 marriages 14 are intermarriages between 
different ethnic groups. Among persons of the first generation (residence 
in the United States) the intermarriage ratio is 11, while in the second 
generation it is 32 per hundred marriages. This material taken from 
the marriage records is further analyzed by sex and nationality. 

Professor Drachsler is interested in the fusion that is, or should be, 
going on from a sociological rather than a biological standpoint. While 
the “biologic products” of these unions will, he points out, “in all 
probability be of virile stock,” this will not necessarily mean improved 
cultural standards. Intermarriage, he finds, usually takes place in 
mediocre culture groups in which there is little cultural self-consciousness. 
The result is, in his opinion, not so much a deterioration of cultural 
life as little or none—*‘‘a drab outlook upon life.” 

As a sociologist he recognizes other dangers which come from a too 
rapid abandoning of respect for old cultural traditions. He therefore 
finds justification for adopting a policy encouraging the cultural con- 
sciousness of the immigrant groups. While in his opinion such a policy 
may delay actual fusion, amalgamation he regards as sure to take place 
eventually, and if the immigrant heritages are saved by delay, fusion 
will take place on a progressively higher cultural plane. 

Professor Drachsler favors a cultural as well as a political and indus- 
trial democracy in the United States. This would mean not merely 
toleration on our part of different cultural contributions, but an accept- 
ance of social harmony rather than social uniformity as an ideal. 

Professor Drachsler’s argument and conclusions are not new. They 
are, however, better set forth than in any other discussion on this sub- 
ject, and the facts he presents with reference to intermarriage, apart 
from the use he makes of them in the discussion, are in themselves 
interesting and valuable. The book will doubtless remain for some 
time a standard discussion of this subject. 

Grace ABBOTT 
CHICAGO 
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Some Aspects of Banking Theory. By WILLIAM HowarpD STEINER. 
New York: W. D. Gray, 1920. Pp. 158. Paper, $1.30; 
cloth, $1.75. 

This interesting book considers the place which banking holds in 
modern economic society. The limitation implied in the title is seen 
in the omission of full discussion of the reserve problem and the effect 
of banking upon the movement of general prices. The analysis aims 
to be functional and to be on what the author calls the “real,” not the 
pecuniary, level. 

Banking is considered as a specialized technique dealing with the 
supply of capital. Its evolution is traced in terms of function. Empha- 
sis is placed on the fact that banking has to do with the production, 
not merely the circulation, of goods. The author recognizes two pools 
of capital, the investment and the commercial. The investment pool 
furnishes permanent capital. In general, those who save this capital 
and those who use it are separate classes. The commercial pool furnishes 
circulating capital. This, in general, business men as a class save and 
lend to themselves. As a by-product of the function of supplying 
capital, commercial banks furnish currency. The commercial bank 
in performing the currency function is the recipient of credit. 

Commercial banking receives considerably more space than invest- 
ment banking. Its function is to bridge the time between the sale of 
goods and the payment of the purchase price. The various forms of 
loans are considered. The assistance of the bank is traced in the case 
of a commodity passing through several stages of production. After 
he has discussed the action of both systems, the author indicates the 
problems of the control and the interrelation of the two systems. 

The work is not controversial in form. However, the author 
indicates the points in which his theory differs from others and states 
his reasons for differing. He insists that Taylor has inverted the 
relationship between loans and deposits. Deposits by business enter- 
prises supply capital against existing loans; deposits are not sustained 
by new loans. Veblen’s loan credit analysis is held to be partial and 
if applied as a general theory, misleading. The author rejects Anderson’s 
view that commercial loans are non-liquid and inferior, as banking assets, 
to loans collateralled by securities. He attacks the view held by Hobson, 
Fisher, Veblen, and others, which he calls the “pawn shop” theory of 
banking—that the bank coins wealth into purchasing power. Bank 
reserves are held to operate as a check on the expansion of credit, rather 
than to be a means of redeeming deposits. The view that ‘the volume 
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of deposit credits in existence varies with the amount of unrealized 
or unfixed claims upon society” (pp. 63-64) is in sharp contrast with 
the view presented by Phillips in his Bank Credit, that deposits are a 
function of cash. (Phillips is not mentioned.) 

Some of those whose theories have been attacked by the author 
will, no doubt, reply by questioning the validity of the method used 
by him in avoiding the discussion of the problems in pecuniary terms. 
It is to be hoped that he plans to give statistical illustration or verifica- 
tion of some of the points wherein he differs from others. His position 
as assistant director of the Division of Analysis and Research of the 
Federal Reserve Board ought to provide him with facilities to do this. 

Mr. Steiner modestly disclaims much originality. However, he 
has evidently studied the literature in the field thoroughly and has 
developed, as the result of that study, a consistent theory of banking 


which contains a considerable amount that is new. 
James D. MAGEE 


New York UNIVERSITY 





